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PREFACE 

Tbib  tflztboc^  aioM  to  present,  in  a  comprebengiTe  and 
nontechnical  manner,  the  nnmeronB  services  of  the  or- 
ganised stock  market  to  the  individoal  investor  and  to 
financial  and  other  business  enterprisefl.  It  also  aims  to 
bring  together  in  compact  and  classified  form  those  facts, 
principles  and  practices  of  the  business  which  enable  the 
student  and  layman  to  have  a  clear  onderstanding  of 
the  nature  of  our  organised  security  markets  and  the 
legitimate  wuya  in  which  they  may  and  should  be  em- 
ployed. 

To  tJie  uninformed,  a  stock  exchange  is  little  more 
than  the  spectaeular  scene  that  is  witnessed  from  its 
gallery.  This  phase,  however,  by  no  means  represents 
the  real  sool  of  the  institution.  FVom  our  exchanges  there 
radiate  numerous,  far-reaching  influences  in  the  form  of 
enforced  regulations,  and  standardized  practices  and 
services,  which  not  only  influence  vitally  every  angle  of 
the  stock  and  bond  bunness  throughout  the  nation,  bnt 
which  in  their  results  "are  as  broad  as  the  bnsiiieBs 
interests  of  the  country,  affect  in  their  most  intimate  and 
important  business  relations  all  the  people  thereof,  and 
make  our  exchanges  an  integral  and  inseparable  part  of 
the  national  finftni-i*l  system. "  The  purpose  of  this 
volume  is  to  present  these  regulations,  practices  and 
services  in  their  true  setting,  with  a  view  to  clearing  away 
much  of  the  misunderstanding  that  now  exists.  It  may 
be  added  that  in  3904  the  author  inaugurated  a  course 
of  study  at  the  University  of  Pennsylvania  in  "Organized 
security  and  Produce  Exchange  Markets,"  probably  the 
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fTrnwiTpT.  r^  -rtJT  --TTt  Tijisnu  anboifics  !■  lup  P^*^ 

Tbe  rw-ifcry-ii-Tv  ^na^cas  of  vhi  text  uc  giuupcd  into 

four  iissiiii;  p*rs*.  iiBln:* -espe«iTCiTWTtktfce"S«niee« 
df  LT^anisied  Sevsrcr  Xukifcs."  "The  Orfanintioa  and 
Op«:»ru]n  oi  :&»  Xs:rk<!t."  "Faetocs  Affeetiiv  Security 
Pne«i.'*  aaid  "Le^  PTPeipijag  and  TTncei  Gorenunc 
:he  ^oek  Extiliac^  BQici«a."  Tbe  fint  of  these  puts 
of  ih«  Tul^iia«  B  'i-fT:]C<;ti  :o  a  daetBsioB  of  tke  eerrieee 
remi^tvd  b«-  or^azBud  jro«fk  aurfcess  to  the  boBiMH  eoB- 
manrr.  a  sabj«»  iiL:a;h  aiKiiiiiienCood  bj  the  gautal 
pcblitf.  SepArmte  clttpt^rs  arc  ii«Toted  to  the  "Natvre 
kzd  Stfcpie  of  tlw  lCark«t."  "Nstim  and  Vahie  of  a 
Ci>atirL303S  Market."  "The  E^eonntin^  FonetMB  of  the 
Mark«."  "Tbe  F^awtioss  of  Short  Srilinr,"  "The 
Re^dladcn  of  BK>ke-a^  TncAetioas  and  the  CondBet 
of  Bn'kers,'"  "Tbe  Narare  and  Fimetioni  of  Pririlegea," 
ami  "Arbitrary  and  Its  Serriws." 

Far:  II  of  :lu  vulTuse  deals  with  the  aeientifie  phane 
of  onracitation  and  operation.  Coder  thb  heading  tbe 
wveral  irbapten  prewct  the  eneotial  emsideratioiH  eon- 
nvvtod  ni:h  the  W^  statTis  of  exehances:  the  liatins  td 
Wtfuritiw:  tvpe»  of  dealers^  brvk^rs.  offers  and  ordtft: 
tbr  quotaiion  wrviei> :  tb«  teehniqiie  of  a  short  sale ;  itoek 
f:xohan):e  clearing  hocses:  the  transfer  of  aeevrities:  the 
<\>nvorsion  of  j^Ksrittw:  and  the  nature  and  mariRtiaK 
«it  priviWpwi  suNsoriprwa*. 

rart  III  of  tbe  book  relates  to  an  analytieal  diaeaerioD 
of  th^-  fundamental  faotors  whieh  ^vem  prices  of  aeenri- 
ties.  The  chapters  of  this  portion  of  the  book  rdate 
tvspectively  tc.  "Tlw  MoneT  Market  in  It»  Bdatioa  to 
Sivurity  Prioes."  "Finanoial  Panics  and  BoBineBa  "Deprm- 
sions."  "Manipulation."  and  "Factors  Infinendnff  tbe 
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General  Level  of  Prices  over  ConsideTable  Periods  of 
Time." 

The  lost  part  of  the  book  is  devoted  to  an  analysis  of 
those  legal  principles  and  usages  governing  the  stock  and 
bond  market  with  which  all  who  deal  with  brokerti  are 
moat  apt  to  come  into  contact  and  with  which  the7 
should  be  acquainted.  Separate  chapters  are  devoted 
to  a  discosoon  of  the  "Principles  and  Usages  Pertaining 
to  the  Execntion  of  Orders,"  "The  Legal  Nature  of  a 
Speculative  Purchase,"  "Legal  Principles  Pertaining  to 
the  Bepledging  of  Stock  fhi  Bloc,"  "Extent  to  which 
Customers'  Margins  and  Pledged  Securities  are  Pro- 
tected," and  "Identification  of  Securities." 

Special  acknowledgment  is  due  to  m7  departmental 
colleagaes,  Professor  Robert  Biegel,  and  AssiBtant  Pro- 
fessor H.  J.  Loman.  Professor  Biegel  very  generously 
asaiBted  me  by  bis  constructive  criticism  and  in  the  as- 
sembling of  material  for  certain  chapters.  Mr.  Loman 
read  the  entire  manuscript  and  gave  the  benefit  of  his 
valuable  criticism.  I  am  also  under  special  obligation 
to  Mr.  Loman  for  his  active  assistance  in  the  preparation 
and  writing  of  the  ehapter  on  "Stock  Exchange  Clearing 
Houses,"  a  subject  to  which  he  has  given  special  study. 
Many  persons  connected  with  the  New  York  Stock  Ex- 
change, and  other  Elxcbauges,  also  gave  me  valuable 
assistance  throughout  the  preparation  of  the  volume.  To 
them  I  desire  to  express  my  appreciation  for  their  uniform 
courtesy  and  to  acknowledge  my  obligation  for  the 
asmstance  they  rendered  in  explaining  practices  and  in 
giving  other  information. 

S.  8-  HuxBNmt 
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STOCK   MARKET 


ceulpteb  t 

NATDBB  AND  SOOPE  OF  THE  STOCK  MABEET 

Stock*  and  Bomb  Oontnuttod. — With  the  development 
of  Isrge^calf  production  and  transportation  it  was  only 
natural  that  there  ahonld  be  a  tranrition  from  the  system 
of  individnsl  ownerahip  or  private  partnership  to  that  of 
corporate  organization,  depending  for  its  finantdal  exist- 
ence and  st^port  on  the  sale  of  stocks  and  bonds.  The 
several  types  of  markets  in  which  soch  ealea  are  con- 
docted  constitute,  collectively  speaking,  the  so-called 
"stock  and  bond  market." 

The  modem  corporation  has  made  it  poanble  to  combine 
the  small  savings  of  the  millions  into  huge  sums  for  the 
creation  of  mammoth  enterprises,  capable  of  performing 
services  entirely  beyond  the  reach  of  an  individual.  Where 
the  funds  merely  have  been  lent  to  the  corporation,  the 
owner  is  given  a  certificate,  a  so-called  bond,^  to  indicate 
that  he  is  a  creditor.  Where,  however,  the  funds  have 
been  inveeted  permanenUy  in  the  corporation,  with  a  view 
to  participating  as  part  owner  of  the  enterprise  in  its 
success  or  failure,  the  investor  is  given  a  receipt,  a  so- 
called  stock'  certificate,*  to  indicate  the  extent  of  hia 
ownership.  Few  facts  deserve  to  be  impressed  more  upon 
the  investing  public  than  this  fundamental  distinction 
between  bonds  and  stocks.    Stocks  are  inherentiy  specnla- 

^  Fis  a  Mnqile  fonn  of  bond  certificate  ne  J^nMadbI  IV. 

*  For  a  saoqile  fonn  of  otmuiun  stock  oertmcftte  atm  Appoidiz  II, 
aadof ftpnfemdtbx^oertifiMtaMeApcMndixIII.  For ^ d»mB«mtioa 
and  dexiiptjoa  of  atoefc  oertificatea  we  ippeodix  I. 
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tive  in  character.  Bonds  are  credit  instnunents  and,  wHfa 
few  exceptions,  give  a  definite  promise  as  to  the  paTment 
oi  interest  and  the  return  of  the  principal,  althongh  in 
manr  instances  the  promise  tnma  oat  to  be  imposnhle 
of  fnlfillment.  Stock  certificates,  on  the  contrary,  pTomise 
nothing  at  alL  They  merely  constitate  an  evidence  of 
ownership,  a  certification  of  the  holder's  privilege  to  share 
in  risk,  that  is,  to  participate  in  the  varying  fortunes  of 
the  business  enterprise. 

NatioiuJ  Wealth  Beinr«sflnt«d  by  Soonittifls.— Available 
flgores,  althongh  necessarily  only  approximate,  clearly  in- 
dicate the  great  importance  of  stocks  and  bonds  in  onr 
financial  life.  Hecent  estimates*  place  the  wealth  of  the 
United  States  at  $188,000,000,000.  Corporation  bonds  and 
stocks,  issued  against  this  wealth,  aggregate  about  (35,- 
000,000,000  and  *65,000,000,000,  respectively,  or  a  total 
of  »100,000,000,000.*  To  this  total,  however,  there  must 
be  added  approximately  $25,000,000,000  in  bonds  issued 
hy  the  Federal,  State,  and  City  governments,**  It  would 
seem,  therefore,  that  stock  and  bond  certificates  represent 
over  half  of  the  nation's  wealth.  At  the  close  ol  1917 
the  nation's  banks  owned  approximately  $8,500,000,000  in 
stocks  and  bonds,  a  total  equal  to  nearly  six  times  their 
total  cash  holdings,  while  in  addition  some  $10,000,000,000 
of  their  deposits,  it  was  estimated,  were  loaned  against 
stock  and  bond  collateral.*  The  various  types  of  insurance 
companies  also  have  considerably  over  half  of  their 
enormous  assets,  totaling  between  $6,000,000,000  and 
$7,000,000,000,  invested  in  stocks  and  bonds. 

Exclusive  of  the  numerous  holders  of  Government  bonds, 
there  are  probably  4,000,000  persons  who  are  shareholders 

*  Report  of  Census  Bunftu  io  1915. 

*  H.  B.  Mutin,  Tht  New  York  Stack  Bxdtangt,  p.  88. 

*  rbid.,  nt.  90,  171. 
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and  bondholders  In  American  corporations.  "Coipore- 
tions  are  no  longer  owned  by  a  few  rich  men  and  rich 
families,  bat  by  the  small  shareholder,  the  amsU  investor 
...  by  a  moltitnde  of  snutU,  or  odd-lot,  holders  of  secori- 
ties."*  The  United  States  Steel  Corporation  and  the 
FennsylTania  Railroad  have  aboat  150,000  and  135,000 
ahareholders,  respectively,  while  the  nomber  of  corpora- 
Uons  having  between  10,000  and  25,000  shareholders  is 
very  considerable.  Varioos  investigations,  by  financial 
jonmals  from  time  to  time  also  show  that,  with  respect 
to  our  important  corporations,  the  number  of  stockholders 
is  increasing  faster  than  the  nomber  of  shares  oatstand- 
ing,  that  is,  the  average  number  of  shares  in  these  issaes 
owned  per  person  is  decreasing.  This  is  tme  of  both 
T^lroads  and  indnstrials.  Thus  in  1906  the  average  num- 
ber of  shares  per  stockholder  in  a  representative  gronp 
of  the  leading  railroads  of  the  United  States  was  placed 
at  188.5;  by  1909,  the  average  holding  had  declined  to 
144.2,  and  by  1913  to  133.2.  For  a  representative  group 
of  indoBtnals  the  average  holding  for  the  corresponding 
years  was  placed  at  125.5,  92.75,  and  85.0.'  A  somewhat 
leas  comprehensive  investigation  in  1915  placed  the  aver- 
age holding  per  stockholder  as  regards  36  rulroads  at 
114  shares  and  for  52  industrials  at  83  shares." 

The  foregoing  data  with  respect  to  the  distribution  of 
American  securities  becomes  all  the  more  important  when 
it  is  remembered  that  the  number  of  stockholders  does 
not  represent  individual  holders  in  all  cases,  but  often 
includes  corporations.  One  railway  company  may  be  the 
holder  of  a  portion  of  the  stock  of  another  railway  cor- 


TatiiBoay  of  vmum  C.  Vaa  AaWm  before  the  Committee  co 

dUdk  snd  Cumnojr.    HewngB  on  S.  3^,  p.  117. 

TbtaoM  OOMon'a  Hftriiet  Lett«n,  1006  ftnd  190B,  and  the  Watt 
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poration,  and  may  itself  represent  many  stockholders;  or 
large  blocks  of  Becuritiee  may  be  owned  or  held  by  trust 
companies,  brokerage  offices,  life  and  fire  insorance  com- 
panies, savings  banks,  and  other  investment  companies 
which  in  turn  represent  the  investments  or  deposits  of 
an  enormous  number  of  persons,  the  great  majority  be- 
longing to  the  poorer  classes.  How  far  thb  process  of 
subdivision  must  be  carried  in  order  to  determine  ac- 
curately the  extent  to  which  the  population  of  the  country 
is  involved  in  the  ownership  of  its  corporate  securities 
is  difficult  to  judge.  Suffice  it  to  say  that  enormous  blocks 
of  securities  are  held  in  this  way  and  that  this  indirect 
form  of  investment  is  rapidly  increasing. 

Until  the  outbreak  of  the  recent  war,  there  was  also  a 
remarkable  tendency  for  investors  of  foreign  countries, 
especially  European,  to  enter  our  security  market  in  adi£- 
tion  to  their  own.  At  that  time,  for  example,  13  per  cent 
of  the  stockholders  of  the  Pennsylvania  Railroad,  and 
18  per  cent  of  the  United  States  Steel  Corporation,  were 
residents  in  foreign  countries,  and  these  were  by  no  means 
isolated  cases.  Estimates  made  at  the  time  placed  foreign 
investments  in  American  securities  at  from  $5,000,000,000 
to  $6,000,000,000.  As  has  been  said,  the  security  market 
is  "undergoing  the  same  internationalizing  as  commerce." 

Types  <ji  Ibrketa. — The  term,  "the  stock  market,"  is 
very  comprehensive  and  may  be  regarded  in  the  United 
States  as  embracing  the  purchase  and  sale  of  stock  certi- 
ficates and  other  corporate  securities  (I)  by  salesmen, 
advertisement,  or  "over  the  counters"  of  offices;  (2)  at 
street  markets,  commonly  designated  as  "curb  markets"; 
{3)  at  public  auctions ;  and  (4)  on  stock  exchanges,  which 
operate  under  strict  and  comparatively  uniform  rules. 
Of  these  several  types  of  markets  the  last  is  by  far  the 
most  important. 
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"Ov«r-fk9<ountBr"  iraiuactions. — ^While  the  ssle  of 
bonds  by  direct  sdicitation,  that  is,  through  Balesmen,  ad- 
Tertiwmaitfl  in  the  press,  oEBce  circalars,  and  other  Bimilur 
methods,  represents  a  lai^  and  important  branch  of  deal- 
ings in  secaritieB,  this  method  is  nsed  only  to  a  limited 
degree  with  respect  to  high-class  and  wdl-known  stocks. 
Investment  honscB  pnrsae  this  method  in  distiibnting  the 
stocks  of  nomeroos  comparatively  small  cfoporations  whose 
issaes  are  not  listed  on  any  r^;alar  exchange,  and,  f  blow- 
ing the  original  distribution,  undertake  to  create  an  over- 
the-connter  market  for  their  clientele.  In  recent  years 
nnmenms  promoters  of  oil,  mining,  motor,  and  other  highly 
specnlative  promotions  have  distribnted  an  enormous  vol- 
ome  of  secorities  to  the  American  public  through  actual 
canvass  1^  salesmen  or  through  more  or  less  sensational 
advertinng.  Unrestricted  by  any  of  the  disciplinary  rules 
enforced  by  our  r^nlar  exchangee  and  unhampered  in 
most  of  our  states  by  adequate  supervisory  legislation,  the 
operations  of  many  of  these  promoters  have  reached  the 
proportions  of  a  national  scandaL  Too  often  the  un- 
knowing confnse  this  phase  of  the  stock  market  with  the 
infinitdy  more  Intimate  practices  of  the  exchange  markets 
or  of  high^trade  investment  houses,  with  the  result  that 
these  are  constantly  obliged  to  encounter  a  great  deal  of 
unmerited  criticism. 

Curb  Markett. — Curb  maricets  obtain  their  name  from 
the  fact  that  the  brokers  composing  them  conduct  their 
operations  in  the  open  street,  instead  of  being  housed  in 
a  building.  While  various  cities  have  such  markets, 
usually  of  a  very  limited  character,  the  leading  market  by 
far  of  this  kind  in  the  United  States  is  the  New  York  Curb 
Market,  which  has  been  Id  existence  for  over  40  years,  and 
which  affords  a  maricet  place  for  such  securities  as  meet  the 
limited  listing  requirements  of  this  particular  nuulet  and, 
at  the  same  time,  are  not  listed  on  the  New  York  Stock 
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Exchange.*  The  importance  of  this  mai^et  may  be  jndged 
f rcHD  the  fact  that  security  issnes  of  680  different  corpora- 
tions, some  of  them  of  great  importance,  are  admitted  to 
trading  thereon.  Fifty-nine  of  these  corporaticms  have 
listed  in  this  market  some  74,000,000  shares,  without  a  par 
value,  while  the  shares  of  other  companies  listed  on  the 
New  York  cnrb  have  a  par  value  of  abont  $1,700,000,000. 
Some  61  bond  issnes,  in  some  instances  of  very  large  size, 
are  also  listed  in  this  market.  In  the  amount  of  business 
transacted  in  the  United  States  the  New  York  Corb  is 
second  only  to  the  New  York  Stock  Exchange. 

There  is  real  need  for  this  type  of  market.  The  New 
York  Corb  Market  is  essentially  one  for  mining,  oil,  and 
industrial  securities,  which  either  cannot,  or  will  not,  com- 
ply with  the  stricter  listing  requirements  of  the  regular 
exchanges.  As  has  been  stated,  this  market  is  "the  great 
crucible  in  which  are  tested  the  thousand-and-one  hasty 
stock  flotations  of  each  new  era  of  expansion  in  the  coun- 
try." It  also  affords  an  opportunity  for  dealing  in  secori- 
ties  prior  to  their  being  listed  on  a  regular  exchange  or 
even  before  they  are  issued,  ta  the  latter  case  the  con- 
tracts go  under  the  name  of  "when,  as,  and  if  issued"  con- 
tracts, such  contracts  becoming  due  and  payable  the  day 
after  the  final  payment  on  them  has  been  made  under 
the  terms  of  the  corporation's  circular. 

Many  stock-exchange  houses  have  regular  representatives 
on  the  curb,  and  the  Hughes  Committee  reported  that 
approximately  85  per  cent  of  the  orders  executed  on  the 
cnrb  come  fnmi  stock-exchange  houses.     The  close  rela- 

*  Reoeotly  the  New  York  Corb  Hsricet  has  moved  within  s  buildiiit 
ud  atrictly  qMaking,  ibould  be  now  Kferred  to  tm  ma  Exchson. 
The  d&Uy  pnos,  howevw,  oontinuM  to  refer  to  this  m&rket,  owmg 
to  itj  diaunctive  chu»cter,  aa  the  New  York  Curb  Market.  Aooordinc 
to  recent  prtas  ucounts  »  oortun  limited  element,  formerly  oonneeted 
with  the  curl)  market  on  the  atreet,  oonttnuei  to  opente  on  ttw  stnet 
asfonoeriy. 
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tianship  between  the  New  Yoric  Curb  Martcet  and  the 
New  Y<^  Stock  Exchange  ia  indicated  also  by  the  fact  that 
the  enrb  market,  as  expressed  in  its  mlee,  permits  dealing 
mly  in  Becnrities  not  listed  on  the  New  York  Stock  Ex- 
change.  It  is  nnderstood  that  when  any  aecnrity  traded  in 
€m  the  earb  is  listed  on  the  New  York  Stock  Exchange  the 
brokers  on  the  curb  shall  at  once  cease  to  deal  therein. 
The  hours  of  trading  of  the  New  Yoik  Curb  Market  as  well 
as  all  holidays  are  the  same  as  those  of  the  New  York  Stock 
Exchange. 

To  a  considerable  d^ree,  curb  marketa  have  foond  it 
neceesary  to  adopt  iregalationa  for  the  proper  conduct  of 
business.  Beferring  to  the  New  York  Curb  Market,  the 
governing  control  is  vKted  in  a  Board  of  Representatives, 
and  in  standing  Committees,  in  a  manner  and  for  pnr- 
poses  quite  similar  to  those  that  will  be  ratplained  for  the 
regular  exchanges.  Membership  is  restricted  to  persona 
who  meet  with  the  approval  of  the  association.  Although 
saeh  a  market  is  legally  "open  to  all  who  choose  to  trade 
therein,"  it  ia  usually  agreed  among  most  of  the  monbers 
that  "no  one  is  obliged  to  accept  any  contract  which  is 
not  acceptable."  There  are  also  regulations  relating  to  the 
types  of  orders  for  buying  and  selling,  types  of  bids  and 
offers,  the  time  and  method  of  delivering  secnrities,  the 
transfer  of  securities,  commission  charges,  and  listii^  re- 
quirements. In  many  of  these  respects  the  New  York  Curb 
Market  has  seen  fit  to  imitate  the  business  procedure  of 
the  New  York  Stock  Exchange.  As  a  general  propod- 
tion,  however,  curb-market  regulations,  although  aimilar  in 
their  general  nature,  fail  far  abort  of  maintaining  the  hi(^ 
standards  enforced  by  the  regular  exchanges. 

Auction  Markets. — Many  unlisted  stocks  and  bonds  are 
sold  at  public  auctions  which  are  organized  solely  for  the 
marketing  of  securities,  and  the  quotations  for  transactions 
made  at  such  auctions  in  New  York,  Boston,  and  Phila- 
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delphia  are  pablisbed  re^ularl^  in  the  newspapers  and 
financial  journals.  An  examination  of  the  transactions 
shows  that  the  stocks  sold  at  these  aactions  are  chiefly  those 
of  banks,  trust  companies,  insurance  companies,  and  minor 
indostrial  and  mining  corporations.  Freqaently,  however, 
stocks  listed  on  the  r^olar  exchanges  change  hands  at 
these  auctions.  The  auction  afl^ords  a  convenient  place  to 
market  (1)  securities  that  are  not  listed  on  any  exchange 
or  curb  market;  and  (2)  securities  Uiat,  although  listed 
elsewhere,  have  been  deposited  as  collateral  without  the 
pledgee  having  reserved  the  right  to  sell  the  same  coi  an 
exchange.  In  law,  stock  exchanges  are  regarded  as  places 
of  private  sale ;  therefore,  the  secnritiee  referred  to  above 
can  only  be  sold  by  the  pledgee  in  satisfacticm  of  tke  d^ 
at  a  public  sale,  in  accordance  with  the  law  of  pledgor 
and  pledgee.'*  Stocks  listed  on  exchanges  and  enjoying 
an  active  market  thereon  usually  command  a  price  at  these 
auctions  bnt  slightly  below  the  current  price  on  the  ex- 
change, partly  for  the  reason  that  arbitraging  "  may  be 
practiced  by  buying  the  security  at  auction  and  prcnnptly 
selling  it  on  the  exchange,  and  partly  because  the  pur- 
chaser at  an  auction  usually  pays  no  commission. 

As  a  rule  the  person  desiring  to  sell  a  security  at  an 
auction  must  notify  the  auctioneer  by  a  stipulated  time  of 
his  intention  and  the  auctioneer  will  then  advertise  the 
security  for  sale  in  the  press  as  well  as  in  his  so^^ed 
"catalogaa"  This  catalogue,  which  is  usually  issued  twice 
before  the  day  of  the  auction  (aucti<xis  are  usually  held 
once  or  twice  a  week  at  a  stated  hour),  furnishes  a  complete 
list  of  the  securities  offered  and  is  given  a  wide  distribution 
among  brokers  and  the  auctioneer's  clients  in  all  parts  of 
the  country.    It  usually  divides  the  securities  offered  for 

"  For  a  full  ductuBioa  of  the  applicatioD  of  thia  kw  Me  ChKiltr 
XXIII. 
»  For  an  «q>lu>atioB  of  thia  pracUoe  eee  Chftpt«r  Vn. 
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sale  into  Tarioiu  claaaes,  sach  as  "for  account  of  whom  it 
may  concern,"  "executor's  sale,"  "trostee's  sale,"  "ad- 
ministrator's Bale,"  and  "for  other  accoimts." 

According  to  the  terms  of  the  auction  sale,  which  are 
fnl^  detailed  in  the  catalogae,  cash  payment  must  be  made 
before  deliTery  or  transfer  at  a  stipulated  hour  tm  or  before 
the  day  following  the  sale.  As  far  as  applicable,  stodc 
exchange  conditions  are  nsnal^  observed.  Stochs  are  sold 
flat,  and  bonds  at  "price  and  interest,"  except  income  or 
defaulted  bonds,  or  those  on  which  there  are  special  mlings 
by  the  New  Yrak,  Philadelphia  or  Boston  exchanges. 

Unless  announced  to  the  contrary,  purchasers  may  take 
aHot  E  part  of  the  items  advertised  in  the  catalogue ;  and 
the  anetitateer  reserves  the  right,  unless  stated  to  the  eon* 
traiy,  to  mH  the  listed  items  privately.  No  commission  is 
charged  the  purchaser  as  a  mle.  The  sdler  is  charged  an 
entrance  fee  for  each  wedt.  This  fee  inclndes  the  cost  of 
advertisement  in  the  catalogue  or  elsewhere.  A  commission 
is  also  chained  for  ai^  security  advertised  by  the  anction- 
eer,  where  the  security  is  sold  privately  outside  of  the 
auction  and,  therefore^  is  withdrawn  frmn  mle. 

As  a  rule  the  catalogue  statca  that  secnrities  listed  there- 
in for  sale  are  not  owned  or  sold  on  behalf  of  the  auction* 
eer,  but  are  owned  by,  and  sold  for,  the  client  for  whom 
the  honse  acts  at  auctionser  and  agent,  and  not  ot\enci»». 
It  follows,  therefore,  that  sales  at  auction  are  made  subject 
to  consummation.  The  ri^t  is  reserved  by  the  auctioneer 
to  require  a  depomt  at  the  time  of  the  sale,  whether  so 
advertised  or  not.  Sellers  are  also  given  the  privilege  of 
specifying  a  "withdrawal  price,"  which  is  in  the  nature  of 
a  limited  stop  order,  that  is,  in  case  iha  bid  price  at  the 
auction  is  not  eqoal  to  this  withdrawal  price  the  security 
ia  withdrawn  frmn  aale  and  may  be  re-advertised  for  s 
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Ofliunl  Nstnre  of  Organised  Stoak  Eidhapgwu— Ab 

compared  with  the  preceding  types  of  markets,  the  rega- 
lar  exchanges  are  by  far  the  most  important.  The  secori- 
ties  of  nearly  all  of  the  larger  and  better  known  corporar 
tions  are  dealt  ia  on  these  marketc  The  most  important 
stock  exchanges  are  those  located  in  New  York,  Boston, 
Philadelphia,  Chicago,  Baltimore,  Pittsborgh,  Washingtcn, 
Detroit,  Cleveland,  Cincinnati,  New  Orleans,  Loe  Angeles, 
and  San  Francisco.  Daring  1920  the  shares  sold  on  the 
New  York  Stock  Exchange  totaled  226,640,400,  and  bonds 
$3,976,107,150  par  value.  During  1919  the  respective 
figures  were  316,787,725  shares  and  $3,808,806,150.  To 
this  enormooa  tomover  there  must  be  added  the  business 
of  the  ntuneroos  other  exchanges  of  the  country.  The  New 
York  Curb  Market  represents  average  annual  sales  ctf 
about  60,000,000  shares,  while  during  1920  transactions  oa 
the  above  mentioned  exchanges,  exclusive  of  those  in  New 
Yoik,  aggrc^ted  approximately  35,538,000  shares,  al- 
tfaon^  with  respect  to  several  of  these  maricets  most  of 
the  shares  involved  possess  a  comparatively  low  par  value. 
So  htige  is  the  volume  of  business  on  our  exchanges  that 
this  type  of  market  is  usually  construed  as  synonymous 
with  the  "stock  market"  A  congressional  committee  has 
stated  with  respect  to  oar  stock  exchanges  that  ' '  their  re- 
sults are  as  broad  as  the  business  interests  of  the  country, 
and  affect  in  their  most  intimate  and  important  business 
relations  all  the  people  thereof,"  and  a  keen  critic  of  our 
exchanges  has  referred  to  the  New  Yoi^  Stock  Exchange 
as  "an  integral  and  inseparable  part  of  the  national  fi- 
nancial system,  as  important  as  any  part  of  the  whole  Q«* 
tem,  08  important  as  the  banks  themselves,"  and  that  its 
quotations  "are  taken  by  banks  all  over  this  country  as 
a  basis  for  loans  on  securities.  Courts  of  Justice  in  every 
MctioD  of  the  country  ^ore  their  damages  on  the  quota* 
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tions  ot  the  New  ToriE  Stock  Exchange.    Then  quotBticni 
eonstitate  evidence  of  valae."** 

The  fnndamaital  jnirpose  of  organized  enjumges,  to 
quote  the  preamhle  of  the  Goiistitution  of  the  New  YoA 
Stock  Exchange,  is  to  "furniah  exchange  rooms  and  other 
&cilitieB  for  the  oonTcnient  tranaactiwi  of  thdr  bosineaB  b7 
its  numbers,  as  bn^ers;  to  maintain  high  standards  of  com- 
ma«ial  honor  and  integrity  among  its  members;  and  to 
promote  and  incnlcate  jost  and  equitable  principles  of 
trade  and  bnsinesB."  Later  chapters  wHl  explain  at  length 
the  drastic  manner  in  which  exchanges  supervise  the  c(m- 
dact  of  their  members,  and  the  detailed  way  in  which  they 
regulate  all  phases  of  brokerage  transactions.  Throng 
their  efforts  the  moral  tone  snrrounding  security  ma^ets 
has  been  raised  immeasurably  beyond  what  it  otherwise 
would  be.  To  the  nninformed,  the  New  York  Stock  Ex- 
change  represents  little  more  than  the  spectacular  scene 
that  may  be  witnessed  from  its  gallery.  This  phase,  how- 
ever, by  no  means  represents  the  real  bouL  of  the  instita- 
tion.  From  oar  exchanges  there  radiate  infinences,  in  the 
form  of  enforced  regnlations  and  standardized  practices, 
that  vitally  influence  every  angle  of  the  stock  and  bond 
bnainflss,  even  to  the  remotest  parts  of  the  country.  Thus 
the  entire  personnel  connected  with  the  exchanges,  includ- 
ing all  branch  offices  of  members,  is  bron^t  Tinder  a  rigid 
disciplinary  controL  All  phases  of  the  condnct  of  broker- 
age transactions,  snch  as  the  types  of  orders,  settling  of 
contracts,  commissions,  makiiig  of  bids  and  offers,  distribu- 
tion of  quotations,  advertising,  etc,  are  standardized  in  the 
interest  of  speed,  economy,  ef&ciency,  and  justice.  To  have 
their  securities  admitted  to  dealing,  all  corporations  mnst 
observe  a  detailed  set  of  requirements  imposed  by  the  ex- 

"  Tosttmony  of  Sunuel  TTntermyer  At  HMringi  before  Committee 
oo  BuldDg  ud  CuTTBDiv,  Unitod  StaUa  BtaMt,  on  S.  3S96,  1914, 
pp.  18,42. 
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change  io  qiustiraL**  AH  phues  eonneeted  with  tli«  trans- 
fer of  •ecnrities  are  carefaUT-  ctmtrolled.**  Moreorer,  as 
already  observed,  curb  and  anction  markets  adopt  etock- 
ezdiange  practices  as  far  as  reasomtbly  applicable.  These 
are  merely  some  of  the  ways  and  others  will  be  referred  to 
in  later  chapters,  in  which  oar  stock  exchanges  exert  a 
powerfnl  inflnence  for  uniformity  of  practice  and  a  hi^ 
standard  of  honor  in  a  bosiness  that  otherwise  woold  be  sns- 
ceptible  to  the  greatest  irregolaritiea  in  both  of  these 
respects.  In  brief,  oar  stock  exchanges  constitute  the  co- 
Srdinating  force  that  tends  to  bring  all  of  the  many 
separate  elements  of  the  stock  and  bond  bosiness  into  an 
h<mest  and  smoothly  mnning  system. 

Bat  aside  from  this  service,  stot^  exchanges  constitate 
continaons  markets,  that  is,  places  where  nearly  aD 
stocks  and  bonds  admitted  to  dealing  can  be  bought  or 
sold  at  a  moment 's  notice,  the  only  question  being  that  of 
price"  Later  chapters  are  devoted  to  a  diseassion  of  func- 
tions of  exchanges  so  important  that  without  their  presence 
the  financial  life  of  the  nati<m  would  well-nigh  come  to  a 
standstilL  Yet  all  of  these  important  services,  as  will  be 
pointed  out  later,  are  fundamentally  dependent  upon  the 
existence  of  a  continuous  market  and  sncfa  a  market,  in 
tarn,  is  dependent  upon  the  existence  of  a  large  group  of 
speculators  and  the  practice  of  selling  uhort. 

Speculation  and  short  selling  tiave  been  sabjecta  of  mach 
adverse  criticism  by  many  writers.  Ot^  exchange  markets 
are  organised  with  a  view  to  facilitating  a  two-sided  mar- 
ket. The  two  elements  in  the  market  contending  over 
prices  are  known  as  the  "bulls"  and  the  "bears."    The 


>*  See  Chapttf  IX  on  "  lifting  of  Seeoiities,"  and  AppendioM  VII 
and  Vm,  giving  the  luting  raquirementa  of  the  New  York  Stock 
Exchange. 

'•  See  Chapter  XV  on  "  Tranafer  of  SaeurHiM." 

"  See  Chapter  II  on  "  Nature  and  Value  of  a  CoatiououB  Maricet." 
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bulb  stme  to  produce  a  rising  maiket  (the  name  having 
probably  been  derlTed  from  the  fact  that  a  boll  fights  by 
toning  his  Tictim  upward)  and  the  bears  seek  to  depress 
the  ma^et  (the  name  having  probably  been  derived  tram 
the  fact  that  a  bear  fights  by  crashing  his  victim  down- 
ward). These  two  terms,  however,  mmply  represokt  an 
interesting  way  of  referring  to  the  old  law  of  supply  and 
demand.  When  the  bolls  are  in  the  ascendency,  that  is, 
when  the  demand  for  stocks  is  greater  than  the  sapply, 
prices  rise,  and  the  market  is  characterized  as  "strcmg"  or 
"rising"  or  a  "bull  market."  "When  the  bears  are  in  the 
majority,  that  is,  when  the  supply  of  stocks  exceeds  the 
demand,  prices  decline,  and  the  maricet  is  labeled  jn  the 
press  as  "weak"  or  "declining"  or  a  "bear  maifcet" 
"When  bulla  and  bears  are  about  evenly  matched,  that  is, 
when  the  supply  of  stocks  about  equals  the  demand,  such 
terms  as  "firm"  or  "unchanged"  are  used.  Other  terms 
eommtm^  applied  to  the  ma^et  to  indicate  its  condition 
are  "duU,"  "stagnant,"  "active,"  and  "panicky." 

It  is  difficult  to  trace  the  motives  of  the  numerous  inter- 
ests composing  the  "boll"  and  "bear"  groups.  There  are 
investors,  speculators,  and  gamblers.  There  are  those  who 
buy  or  sell  outright,  those  who  buy  on  credit,  and  those 
(short  sellers)  who  sell  what  they  do  not  posBces  in  antici- 
pation of  a  price  decline  with  a  view  to  repurchasing  the 
same  stock  later  at  a  lower  price.  To  the  uninformed, 
speenlation  and  short  selling  seem  useless  and  harmful- 
practices.  Needless  to  say,  there  are  many  persons  so 
poorly  eq[iiipped  financially  and  bo  little  informed  about 
values  that  their  financial  salvation  lies  in  the  direction  of 
never  enga^ng  in  any  kind  of  spectilation,  not  only  in  the 
security  market,  but  also  with  respect  to  real  estate,  com- 
modities, or  any  sort  of  business  enterpri^  "Legitimate 
speculation,"  it  has  been  said,  "involves  anticipation  of  the 
needs  of  the  nutlet  and  pow^  to  assume  risks  in  making 
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contracts  to  meet  those  risks."  **  That  certaiiil7  is  not  a 
business  in  which  simpletons  may  properly  engage.  Later 
chapters  will  ondertake  to  show  the  necessary  relations  that 
Intimate  speculation  bears  to  many  of  the  foremost  fmic- 
tions  of  organized  markets.  Viewed  from  that  standpoint, 
any  impartial  student  of  the  subject  will  agree  with  Pro- 
fessor Leroy-Beaulieu 's  conclusion  that  "the  evils  that 
speculation  prevents  are  greater  than  those  it  causes." 

Hnaadal  Importaace  of  Stook  Eiohanges — Volume  of 
Littings. — Attention  has  already  been  called  to  the  exist- 
ence of  corporate  securities  in  the  United  States  with  an 
aggregate  par  value  of  approximately  (100,000,000,000 
($65,000,000,000  of  stocks  and  $35,000,000,000  of  bonds) ; 
and  representing  over  50  per  cent  of  the  nation's  wealth. 
Of  this  huge  total  New  York  Stock  Exchange  listings  alone 
represent  slightly  more  than  one  third  of  the  bonds  and  one 
fourth  of  the  stocks  "  (see  tables  on  page  17).  Using  the 
past  ten  years  as  a  basis,  the  average  annual  listings  of  new 
securities  on  the  New  York  Stock  Exchange  exceed  $1,650,- 
000,000.  But  account  must  be  taken  also  of  the  listings  of 
the  New  York  Curb  Market— some  $2,000,000,000  in  stocks 
and  bonds  that  do  not  appear  on  the  New  York  Stock  Ex- 
change — and  those  of  the  numerous  other  ratcbanges  of  the 
country.  Nearly  aU  of  the  securities  of  the  best  known  cor- 
porations ore  listed  upon  some  exchange,  while  in  the  case 
of  the  smaller  exchanges  the  listings  also  comprise  the 
stocks  and  bonds  of  hundreds  of  comparatively  small  cor- 
porations often  of  a  purely  local  character.  Thus  the  list 
of  the  Philadelphia  Stock  Exchange  contains  over  100  bond 
isBues,  shares  with  an  aggregate  par  value  of  nearly  $500,- 
000,000,  and  nearly  1,000,000  shares  without  any  par  value, 
which  are  not  found  on  the  New  York  list 

»  Smno  8.  Pntt,  The  Work  of  WaU  Street,  p.  SI,  quotinf 
BmUst's  definitioD  of  qwculation. 
"  H.  8.  Martin,  op.  til.,  p.  8Q. 
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Tdtume  of  SdUt. — Dealings  on  oar  ezchangee  reach  tre- 
mendoos  proportions  and  vastly  exceed  the  sales  occnrring 
across  the  counter  or  at  aaction.  Using  the  past  ten  years 
as  a  basis  the  average  annual  sales  of  stock  on  the  New 


EXCSANOX 

Volume  of  Bala 

LbtiiigsofNnr 

Tor 

Seomtia 

Nmnberof 

Bonds 

Shane 

(P.iV«lue) 

1911 

127,207,268 

«800,210,100 

«1,224,449,230 

1912 

131,128,415 

675,213,500 

1,816,008,540 

1913 

83,470,693 

601,671,020 

1,260,059.330 

1914 

47,900,568 

461,522,600 

1,060,789,360 

1915 

173,146,203 

961,004,700 

1,480,518,540 

1916 

233,311,993 

1,149,851,960 

2,796,347,758 

1917 

185,628,948 

1,057,190,200 

3,108,138,895 

191S 

144,118,469 

2,062,827,800 

539,659,347 

1919 

316,787,725 

3,808,806,150 

1,587,637,032 

1920 

226,640,400 

3,976,107,160 

CusBincA'noiT  or  SicDBnras   Lisixd  on  ibi   New  Tobe 

Stock  Exchanob  as  or  Octobsb  13,  1921, 

ExcLvsivB  of  U.  S.  Libebtt  Loans 

&e&  H.  8.  Martin,  The  New  York  Slock  Excharae,  p.  179, 
which  gives  the  Ustinsi  for  year  1911^ 

Bonds: 

United  States  Gov- 

enunoit  Bonds...  S872,01O,030 
Bonds     <tf     InBular 

PoasesBione. 10,500,000 

Fordca      Countries 

s^CitMs. 2,992,281,800 

.  State  and  Munidpal 

Bonds  (United 

States) 772,050,400 

14,646,822,230 
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Omu  Bohdb: 
Railroad  Bonds...  t&,67B,905,200 
Xel^thone     and 

TeleEraph 

Bonds 507,966,600 

Coal     and     Iron 

Companies' 

Bonds 135,626,700 

Mfg.   and  Indus- 

^ol  CompanieB' 

Bonds 1,293,611,300 

Mkodlaneous....        573,128,800 
Gas  and  Electric 

CompanieB' 

Bonds 451,420,400 

Street  Railway 

Companies' 

BcKids 1,135,974,100 

113,777,722,100 

<18,424,644,330 

No  Par  Value 

Sroccs:  Shares 

Railroad $6,719,178,900                       

Oil  Compeniee. 706,844,075                            15,O67,S00 

MiningCompanies. .  1,136,766,000                              1,135,088 

Sbeet  RailwayB 666,040,100 

ExiHVSS  Companies .  63,967,300 

Coal  and  Iron  Com- 
panies   170,971,200 

Gas     and     Electric 

Companies 478,932,058 

Tdei^one  and  Tele- 

mfib  Companies .  669,090,700 

M^  and  iDtluHtrial 

Companiea 0,746,239,995                               10,290,608 

Banks     and     Trust 

Companies 251,339,200 

Miscdlaneoua 764,935,481                              4,212,529 

S18,464,306,000  30,714,634 
136,888,840,339  30,714,634 

(AHowiu  an  avaraie  of  130  p«r  share  for  no-pv  vahie  shuts,  neariy 
11,000,000,000  woukf  be  added  to  the  capiUluation  total,  brincinc 
that  firm  to  about  t37/WO,000,000.  ^^ 
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York  Stock  Exchange  amounted  to  nearly  167,000,000 
flharee  with  an  aggregate  market  value  of  approximately 
$14,500,000,000.  In  sach  active  years  as  1916,  1919,  and 
1920,  however,  the  sales  vastly  exceeded  the  average,  and 
totaled  233,000,000,  316,000,000,  and  226,000,000  shares, 
respectively.  As  prerionsly  stated,  the  New  Yotk  Curb 
Market  sales  ac^regate  aboat  60,000,000  shares  anuoally, 
although  the  par  value  per  share  is  considerably  smaller 
than  on  the  New  York  Stock  Exchange,  while  daring  1920 
the  annual  sales  on  12  American  exchanges,  outside  of  New 
Yoik,  totaled  over  35,500,000  shares.  It  has  been  estimated 
that,  as  r^ards  American  stock  exchanges,  at  least  60,000 
persons  are  directly  interested  as  regular  operators,  brew- 
ers, arbitragers,  and  specialists. 

The  Orgsniied  Seomity  Bbrket  a  World  Marlnt— To 
an  ever  increasing  extent  capitalists,  bankers,  brokers,  and 
arbitragers  are  utilizing  the  services  of  foreign  stock  ex- 
changee, and  many  large  corporations  have  their  securities 
listed  on  the  leading  exchanges  of  several  countries.  The 
telegraph  and  cable  have  annihilated  distance,  and  through 
these  agencies  the  various  ^change  markets  have  beeo 
placed  in  almost  immediate  touch  with  one  another. 

So  intimate  is  this  international  relationship  between 
the  great  exchangee  that  the  quotations  of  our  security 
markets  reflect  not  merely  the  general  judgment  of  local 
and  national  eventa,  but  of  conditions  prevailing  through- 
out the  civilized  world.  No  better  illustration  of  this  can 
be  found  than  that  which  presented  itself  at  the  conunence- 
ment  of  the  recent  war,  when  the  exchanges  of  the  world 
were  forced  to  close,  many  of  them  for  the  first  time  in 
thor  history.  July  28  and  29,  1914,  witnessed  the  doaing 
of  the  exchanges  at  Madrid,  Vienna,  Budapest,  Brussels, 
Antwerp,  Berlin,  and  Rome.  Oh  July  30  the  exchanges  of 
St.  Petersburg,  Montreal,  and  nearly  all  South  American 
eentera  ceased  operations,  and  by  July  31,  the  Paris  Bourse 
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and  Londcm  Stock  Exchange  had  also  suspended  opera- 
tions. The  New  York  Stock  Exchange  alone,  of  the  great 
exchanges,  remained  open,  and,  as  stated  by  a  member  of 
the  Board  of  Govemoni  of  that  Exchange,  "everybody 
wanted  to  sell  in  New  York  becanse  there  was  no  other 
place  to  selL  Over-night  orders  revealed  a  frantic  state  of 
mind  and  this  was  especially  true  of  cables.  There  was  no 
price  limit.  'Sell  at  the  market'  was  the  word,  and  utter 
demoralization  the  prospect."  Accordingly,  at  ten  o'clock 
on  July  31,  the  New  York  Stock  Exchange  was  also  closed, 
and  this  action  was  immediately  followed  by  the  closing 
of  the  New  York  Carb  Market,  and  practically  every  other 
stock  exchange  in  the  country,  thus  furnishing  a  most  strik- 
ing illustration  of  the  interdependence  of  the  security  mar- 
kets of  the  world. 


H.  S.   Martin,    The   New   York  Stock  Exchange.    Chapters   on 

"  Wealth,    Money   and   Securities,"   and    "  Money,    Stocks 

and  Bonos." 
Sereno  S.  Pratt,  The  Work  <^  WaU  Street.     Chaptere  on  "  Scops 

of  Wall  Street,"  "  The  Stock  Market,"  "  The  Curb  Market." 
Wro.  C.  Van  Antwerp,  The  Slock  Exchmgefrom  Wilhin.     Chapters 

I,  in,  and  V. 
Report  of  the  Hughes  Committee  on  Speculation  in  Securities  aod 

Commodities,  June  7,  1909. 
The  New  York  Curb  Maraud,  comprising  the  Constitution,  Rules, 

Regulations,  and  Penalties  of  tne  New  York  Cuib  Market. 
America's  Seeorui  Largetl  Slock  Market,  published  by  the  New  Yoric 

Club  Market,  1921. 


NATDBE  AND  VALUE  OF  A  CONTINUOtrS  UABEETT 

MmnJTig  of  "Oontinnoni  Market." — Attention  has  al- 
ready been  called  in  the  previous  chapter  to  the  continnooB 
character  of  the  market  famiahed  by  our  organized  secnr- 
ity  exchaogesl  A  continaona  market  may  be  defined  aa 
ene  where  any  security  listed  in  that  market  may  be  bought 
or  sold  at  any  time  daring  business  hoars  at  comparatively 
small  variations  from  the  cnrrent  price.  Where  the  se- 
curity is  "active,"  that  is,  where  nomeroos  specnlators  are 
engaged  in  the  baying  or  selling  of  that  secarity,  each 
a  market  implies  that  large  qaantitiee  may  be  booght  or 
sold  almost  instantly  at  very  slight  concessions  from  the 
last  qaotation.  Where  the  secarity  ia  "inactive,"  that  is, 
where  comparatively  few  specalators  are  interested  in  mak- 
ing  a  market,  immediate  sales  are  osaally  effected  only  at 
greater  concessiona  in  price.  But  whether  the  secarity 
be  active  or  inactive,  a  continuons  market  impliee  one 
where  a  sale  may  be  promptly  made,  the  only  qaestion 
bong  that  of  pric& 

Faeton  Prodnoiiig  a  Contiaiunii  Market. — ^To  have  a 
eonttnaoas  market  it  is  necessary  that  there  be  present  at 
all  times  daring  bosiness  hours  a  snfBcient  namber  of 
buyers  and  sellers.  While  the  parchases  and  sales  of  the 
investing  public  contribute  substantially  to  this  end,  this 
faetor  alone  falls  far  short  of  the  desired  purpose,  and 
at  times  is  almmt  negligible.  To  make  the  market  con- 
tinuous  it  is  essential  that  there  be  (1)  a  group  of  specula- 
tots  so  large  that  some  will  always  be  ready  to  buy  or 


22  THE  STOCK  MARKET 

sell  a  particular  stock ;  and  (2)  the  privilege  of  abort  Hell- 
ing, 80  that  a  demand  for  any  particular  stock  may  be 
Bapplied  immediately  by  some  seller  who  may  not  posseaa 
that  particular  stock,  however,  at  the  time  of  the  sale,  bat 
who  is  willing  to  make  the  sale  on  the  assumption  that  the 
continnoos  character  of  the  market  will  enable  him  to  ob- 
tain the  particular  security  later  for  pnrposes  of  delivery. 
Speculation  and  short  selling  are  usually  the  objects  of 
much  criticism,  yet  it  is  important  to  remember  that  these 
two  factors  are  essential  to  the  existence  of  a  continuous 
market,  and  a  continuous  market,  in  turn,  is  essential  to 
the  successful  fulfillment  of  any  of  the  functions  attri- 
butable to  organized  exchange  markets.  Suppose  that, 
with  respect  to  any  one  of  the  functions  of  exchanges  dis- 
cussed in  this  and  other  chapters,  the  question  be  ashed : 
What  are  the  fundamental  factors  that  make  the  service 
or  practice  possible^  The  answer  must  always  be:  A 
large  group  of  speculators,  short  selling,  and  as  a  result 
of  these,  a  continuous  market.  Later  chapters  will  show 
that  floor  traders,'  odd-lot  dealers,*  specialists,*  and  ar- 
bitragers,* all  aid  materially  in  making  the  maiket  mocb 
more  continuous  than  it  would  be  if  reliance  bad  to  be 
placed  solely  on  the  public  demand  or  supply.  Each 
group  pursues  its  own  object  and  renders  its  particular 
service,  yet  the  combined  effect  of  their  efforts  is  a  huge 
increase  in  the  volume  of  transactions  in  the  market,  as 
well  as  a  much  greater  continuity  in  the  regularity  of  the 
sales.  Moreover,  all  of  these  groups,  as  will  be  explained 
later,  depend  for  success  in  their  calling  upon  short 
selling  and  the  continuous  market.  Each  group  is  assist- 
ed by  the  other;  all  depend  upon  the  continuons  char- 

>  For  a  detailed  sccount  MB  p.  144. 
■  For  a  detailed  account  see  pp.  144-6 
'  For  a  deUQed  aooount  see  pp.  147-8 
*  For  «  deUiled  aooount  we  Cluvter  Vn. 
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acter  of  the  market  whicli  they  themaelves  help  to  create; 
and  the  contiimona  market,  in  tam,  is  largely  the  product 
of  Bpecolation  and  short-Belling. 

BauOti  Derived  from  a  Oontinwnia  Maitet.^ — ^Niuner- 
oos  advantages  to  the  bosineBS  community  are  directly 
attribntable  to  the  continnone  character  of  ottr  organized 
security  markets.  In  the  last  analysis  this  continnons 
feature  is  resUy  a  means  of  insurance  to  owners  and  cred- 
itors against  onnecessary  loss.  The  following  represents 
a  summary  of  the  advantages  referred  to,  altbot^;h,  owing 
to  their  intricate  nature,  a  detailed  discosaion  of  some  of 
the  benefits  most  be  reserved  for  later  chapters. 

1.  &ive«  MohiUty  io  Property  Repretented  by  Stockt 
and  Bondt. — By  assuring  a  ready  transfer  of  securities 
from  hand  to  hand,  the  creation  of  corporations  is  greatly 
facilitated.  Large  corporations  are  anxious  to  have  thdr 
stocks  and  bonds  listed  on  one  or  more  of  the  leading  ex- 
changes  with  a  view  to  increasing  their  marketability  and 
to  anhanning  their  valuc  AS  Collateral  for  borrowing  pur- 
poseflL  Investors  look  more  favorably  upon  stocks  or  Ixoids 
that  pfloacHB  these  two  important  attributes.  Corporations 
and  underwritets  of  securities  are  well  aware  of  this  fact, 
as  is  evidenced  in  many  advertisements  of  new  issues  "by 
some  such  statement  as  "application  for  listing  on  (name 
of  Exchange)  Exchange  has  been  made. ' ' 

2.  Oivet  Corutant  Quotationt  for  t\e  Benefit  of  8ecw- 
ity  Ovmert  and  Creditort. — Owing  to  the  elaborate  qnota- 
ti<m  service  of  our  organized  markets,  owners  of  nearly  all 
listed  securitiee  are  enabled  to  know  the  price  from  day  to 
day.  In  the  absence  of  exchange  markets,  transactions 
would  be  private  and  prices  would  certainly  not  be  repre- 
sentative of  the  general  judgment.  Even  if  recorded, 
prices  determined  jn  private  offices  might  easily  be  de- 
signed to  mislead.  On  our  exchanges,  however,  all  trans- 
aetions  are  made  in  the  open  market,  under  proper  regular 
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tions,  and  qaotations  are  immediately  spread  bToadeait, 
flrst  by  the  ticker  and  news  serrieea  and  immediately  there- 
after by  the  daily  press. 

3.  Conatitutei  the  Chief  RtOance  of  Holders  for 
Prompt  Conversion  of  Stocks  and  Bonds  into  Cash,  or  Vict 
Versa. — Marketability  is  one  of  the  very  desirable  attri- 
butes of  stocks  and  bonds  as  it  is  of  other  property.  In- 
vestors or  speculators  are  loath  to  tie  ap  fands  in  propoty 
that  is  not  readily  salable.  One  of  the  first  thoughts  that 
occurs  to  the  average  prospective  purchaser  of  a  stock  or 
bond,  even  thongh  it  be  of  the  highest  grade,  is :  Have  I 
assnrance  that  in  case  of  necessity,  this  security  can  be  sold 
at  a  moment's  notice  and  without  much  sacrifice  in  the 
price  T  The  existence  of  a  continuous  market  gives  reason* 
able  assurance  on  this  point.  It  also  gives  reasonable  assur- 
ance that  the  price  realized  was  determined  under  equit- 
able conditions,  in  a  regulated  market,  and  represents  the 
general  judgment  as  to  the  present  and  future  value  of 
the  security  in  question.  Ready  marketability  is  equals 
important  to  our  large  investment  institutions  such  as 
banks,  trust  companies,  and  insurance  companies.  To  an 
ever  increasing  degree  such  institutions  must  rely  upon  the 
investment  of  their  enormoos  funds  in  listed  securities.  In 
fact,  their  huge  holdings  of  bonds  and  stocks  serve  as  a  sort 
of  secondary  cosh  reserve,  since  their  value  may  be  con- 
verted into  cash  almost  instantly  through  sale  in  the  con- 
tinuous market  if  occasion  requires. 

4.  Constitutes  the  Chief  Reliance  of  Creditors  for  fk« 
Prompt  Liquidation  of  Collateral. — Exchange  quotations 
are  used  by  banks  everywhere  as  a  basis  for  collateral  loans. 
Such  quotations,  moreover,  constitute  legal  evidence  of 
value,  since  the  courts  of  justice  rect^cnise  them  as  the 
batus  for  measuring  damages. 

With  the  increase  in  the  proportion  of  the  nation's 
wealth  represented  by  stocks  and  bonds  there  has  followed 


VALUE  OF  A  CONTINUOtJS  MARKET       26 

an  inerease  in  the  use  of  mich  evidenceB  of  wealth  as  security 
for  loans.  But  lenders  of  money  are  loath  to  accept  col- 
lateral that  cannot  be  sold  readily,  or,  if  they  make  loana 
under  soch  conditions,  the  assomed  valne  of  the  collateral 
must  exceed  greatly  the  amount  of  the  loan.  With  a  con- 
tinnooB  market  at  hand,  however,  bankers  will  readily  lend 
money  on  listed  secnrities  in  the  customary  ratio  of  $80 
cash  to  (100  mai^et  value  of  securities  deposited  as  col- 
lateraL  They  do  this  because  they  know  that,  in  case  the 
borrower  should  allow  hia  account  to  become  impaired  a 
few  minutes  will  suffice  to  enable  them  to  sell  the  collateral 
on  srane  exchange  for  an  amount  still  in  excess  of  the  loan. 
At  the  outbreak  of  the  recent  war  aU  the  great  stock  mar< 
kets  were  closed  for  several  months,  with  the  result  that  it 
was  impossible  for  the  holders  of  stoete  to  know  their 
market  value.  Many  will  recall  the  absurdly  low  prices 
at  which  securities  were  often  sacrificed  at  some  of  the 
improvised  and  unofficial  markets.  Still  more  will  recall 
the  limited  amount  that  could  be  borrowed  on  good  securi- 
ties simply  because  the  banks  possessed  no  current  market 
quotations  upon  which  to  base  their  loans,  and  furthermore, 
were  fearfnl  because  of  the  absence  of  any  continuous 
market  at  the  time  of  their  ability  to  dispose  of  the  col- 
lateral should  the  borrower  prove  unable  to  protect  bjs 
loan.  Daring  the  money-trust  investigation  by  Congress 
much  was  made  of  the  fact  that  leading  witnesses  regarded 
some  of  the  most  speculative  stocks  as  among  the  best  bank 
cdlateral  for  loans  simply  because  they  were  extremely 
active  in  the  market.  They  emphasized  the  fact  that  lend- 
ers of  money  were  concerned  quite  as  much  with  the  regu- 
larity with  which  collateral  was  qnoted  in  the  market,  and 
the  extent  of  fluctuations  between  sales,  as  with  the  in- 
trinsic worth  of  the  security  itself. 

5.     Maiket  Arhitraging  PoxstbU. — Reference  is  made  to 
the  practice  of  making  two  tranaactiiuia  at  about  the  same 
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time,  one  a  purchase  in  the  low  inartcet  and  the  other  a 
sale  in  the  high  mai^et,  with  a  view  to  clipping  the  differ- 
ence between  the  two  prices.*  The  two  transactions  may  be 
made  in  two  different  exchange  markets.  Or  the  arbitrager 
may  be  (1)  baying  "rights"  (sabscriptions  to  new  stock) 
and  selling  the  equivalent  amonnt  of  old  stock,*  or  (2) 
bnying  convertible  bonds  and  selling  an  equivalent  amount 
of  the  stock  into  which  the  bonds  are  convertibla'  Bat 
whatever  the  nature  of  the  arbitrage  transaction,  it  ia 
vital  that  the  purchase  and  sale  be  effected  almost  simol- 
taneonsly  if  the  arbitrager  is  to  be  reasonably  sure  of  the 
pn^t  he  started  out  to  clip  when  he  made  the  iirst  of  the 
two  transactions.  If  mach  time  elapses  between  the  pnr- 
chase  and  sale,  prices  may  so  change  in  the  two  markets 
as  to  canse  a  loss  instead  of  a  profit.  The  arbitrager  pro- 
ceeds on  the  theory  that  when  he  detects  a  difference  in 
prices  be  will  find  the  two  markets  so  continuous  that  his 
two  orders  (one  to  bay  and  the  other  to  sell)  will  be  im- 
mediately executed  at  abont  the  prices  he  had  in  mind 
when  placing  the  same.  Other  factors,  like  short  sdling, 
are  necessary  to  successful  arbitraging,  but  none  are 
more  vital  than  the  existence  of  a  continuous  market. 

6,  Enables  Odd-Lot  Dealers  to  Operate. — Like  arbitrag- 
ers, odd-lot  dealers  require  a  continuous  market  if  they 
are  to  accommodate  small  investors  in  the  prompt  sale  of 
Iota  of  less  than  100  shares.*  The  function  of  these  dealers 
is  to  supply  or  take  such  lots  promptly  and  at  an  eighth 
or  a  quarter  (depending  upon  the  securities)  from  the  ctir- 
rent  quotation  for  100  shares.  Tet  if  asked  to  bay,  they 
win  take  odd  lots  with  a  view  to  reselling  them  in  the 


*For   a  detsik*]   diacuanoD  of  the  subject  sm  C9>i{)t«r  VU  oo 
"  AibitngiDC." 
■  For  K  d«t«)ed  discuMion  irc  Chsp.  XVn 
f  For  a  detailed  diMUMion  sne  Chap.  XVI 
*  For  »  detailed  dieeuMk»  ne  Cbap.  X 
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open  maricet  immediately  upon  having  receiTed  100  sham 
of  the  stock  from  differeot  sonrccs;  and  if  asked  to  sell, 
they  will  sell  the  odd-lot  short  in  anticipation  of  ba^g 
it  in  the  open  mariiet  immediately  npon  having  disposed  of 
odd-lota  in  the  stock  aggregating  100  shares.  Being  obliged 
to  give  or  take  the  stock  at  a  pnce  so  near  the  last  quota- 
tion for  100  shares,  it  folloirs  that  the  open  market  mnat 
be  sufficiently  eontinnons  to  aiable  them  to  sell  immediately 
what  they  have  accnmnlated  or  to  bny  in  promptly  what 
they  have  sold  short.  Like  arbitragers,  odd-lot  dealers 
operate  on  the  theory  that  their  transactions  in  the  open 
market  can  be  executed  at  about  the  prices  they  had  in 
mind  vhoi  called  npon  by  other  bnAers  to  give  or  take 
odd-lot*. 

7.  Makes  the  Ute  of  Stop  Orders  PeanbU.~A  disciu- 
aaa  of  the  eontinnons  maiket  would  not  be  complete  with- 
oat  reference  to  the  various  forms  of  so-called  "stop  or- 
ders."* A  "stop"  or  "stop-loas"  ord^  is  one  that  orders 
the  broka  to  sdl  or  bny  a  stock  as  soon  as  the  maifcet 
price  reaches  a  deragnated  figure.  Thus,  with  United  States 
Steel  stock  selling  at  80  the  bnA:er  may  be  instructed  to 
"sell  at  76  stop,"  in  which  case  the  bn^cr  may  not  nnder- 
take  to  sell  the  stock  until  an  independent  transaction  in 
the  market  has  been  made  at  76  or  lower.  When,  however, 
this  price  has  been  reached,  the  stop  order  becomes  an 
"at  the  mariret"  order,  and  the  broker  js  obliged  to  sell  the 
stock  immediately  for  what  it  will  bring.  The  general 
assomption,  however,  is  that,  owing  to  a  continuoos  mar- 
ket, the  stock  will  be  sold  at  either  76  or  only  sli^tly  under 
this  fignre. 

Stop  orders  may  be  used  advantageonsly  by  both 
owners  and  creditors,  and  serve  as  a  means  of  protecting 
profits  or  of  cutting  losses.     Thus  an  owner  having  a 

*  For  a  detailed  *——■'"'  ne  pftflcs  lGQ-<t3. 
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profit  in  a  given  stock,  which  he  expects  to  increase,  and 
not  being  able  to  keep  in  constant  tonch  with  the  mai^et, 
may  protect  this  profit  by  placing  a  stop  order  to  sell 
the  stock  slightly  below  the  corrent  price.  Should  the 
price  increase  the  stop  order  will  not  be  executed.  But 
should  the  price  decline  to  the  stipulated  figure  the  order 
will  be  promptly  executed  at  about  the  indicated  figure. 
A  banker  who  has  difficulty  in  securing  more  collateral 
from  a  borrower  may  simply  instruct  him  that  he  has 
placed  a  stop  order  with  respect  to  the  collateral.  This 
is  a  warning  that  if  the  price  declines  to  the  figure  named 
in  the  order,  the  collateral  will  be  immediately  sold  at  the 
market  price.  The  same  practice  is  also  commonly  resorted 
to  by  brokers  when  customers  fail  to  properly  replenish 
their  collateral  on  speculative  transactions.  Bnt  in  all  such 
cases  bankers  and  brokera  must  proceed  on  the  theory  that 
the  market  is  sufficiently  continnoua  to  assure  the  prompt 
execution  of  the  stop  order  at  a  figure  that  will  still  leave 
the  proceeds  of  the  sale  in  excess  of  the  amount  of  the 
loan. 

8.  Exertt  a  Favorable  Influence  Upon  the  Money  Mar- 
ket.— The  ownership  by  any  country  of  a  lai^  mass  of 
securities  that  are  listed  on  the  leading  exchanges  and  thus 
enjoy  a  ready  market  is  a  strong  safeguard  against  finan- 
cial panic.  If  confidence  becomes  shaken  and  a  demand  for 
money  suddenly  makes  itself  felt,  causing  creditors  to  insist 
on  cash  settlements,  the  banks  are  forced  to  call  in  loans 
and  accumulate  cash.  But  stocks  and  bends  to  an  increas- 
ing extent  serve  as  collateral  for  loans,  and,  by  virtue  of 
the  fact  that  such  securities  can  be  sold  much  more  readily 
than  other  property,  because  of  the  continuous  market  for 
them,  bankers  first  look  toward  the  stock  market  for  the 
application  of  corrective  measures.  The  first  blow,  when 
money  becomes  dear,  nearly  always  falls  upon  the  stock 
maiket,  that  is  to  say,  the  first  loans  called  are  tisually 
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those  protected  with  stoc^  and  bond  collateral;  and  it 
freqaentlf  happens  tliat  a  period  of  forced  liquidation  in 
this  market  sofBciently  corrects  the  money  Gdtnstion  so  as  to 
leave  other  basinees  practically  onmolested.  Crises  are 
prevented,  when  they  can  be  thus  prevented,  through  the 
liquidation  of  securities,  and  in  case  they  cannot,  the  secnr* 
ity  market  discoimts  them,  and  breaks  thur  force  into  a 
sncceesioa  of  sm&U  declines,  instead  of  a  coUapsa  And 
even  sappoee  the  crisis  is  so  far-reaching  that  aid  must 
be  sought  from  abroad,  if  oar  banko^  are  the  holders  of 
many  active  stocks,  listed  on  the  foreign  markets  of  Eng- 
land, France,  and  other  conntries,  their  sale  may  be  effected 
within  an  hour  or  two  through  a  cable  order,  and  the  pro- 
ceeds of  the  sale  at  once  forwarded  to  this  coontry  in  the 
form  of  gcAd. 

The  extent  to  which  credit  is  made  availaUe  between 
different  markets,  all  of  which  can  be  brought  into  touch 
with  one  another  through  the  td^^aph  or  cable,  has  been 
demonstrated  by  many  examples  of  such  a  character  as  to 
prednde  any  advance  preparation  for  the  coming  trouble. 
The  San  Francisco  ccmfi^ratitni,  for  example,  involved  an 
enormous  and  sudden  wasto  of  capital  which  had  to  be  re- 
placed by  underwriters  within  a  short  time.  Tet  it  is 
astonishing  to  observe  how  domestic  and  fordgn  flre-insaT> 
ance  companies  were  able  to  dispose  of  the  Becurities,  in 
which  they  had  invested  their  funds,  in  order  to  supply  the 
millions  necessary  for  the  payment  of  claims. 

What  may  seem  so  apparent  in  the  case  of  important 
crises,  it  should  be  remembered,  occnrs  almost  daily  in  a 
less  sensational  way.  A  corporation  dedres  to  borrow 
$50,000,000,  and  the  funds  are  readily  obtained  in  the  most 
available  market  by  the  sale  of  securities,  or  by  depositing 
than  as  security  and,  borrowing  thereon.  From  weA  to 
week  the  pressure  on  the  money  market  is  largely  trans- 
ferred to  the  borrower  on  demand  loans,  who  has  d^w^ted 
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■locks  and  bonds  as  coUateral ;  and  frequently  contraction 
or  expansion  in  money  rates  is  thus  avoided.  If  there  were 
not  a  large  mass  of  salable  securities,  and  large  markets 
where  they  could  be  sold  promptly,  ve  would  have  the 
spectacle  of  banks  charging  eight  or  nine  per  coit  tar  time 
loans  one  month,  and  then  two,  three,  or  four  per  cent 
another  month.  Since  stock  markets,  however,  make  it  pos- 
sible for  credit  to  be  placed  almost  instantly  at  the  disposal 
of  one  market  or  another  where  most  needed,  time-loan 
rates  Jlnctnate  but  little  Commercial  borrowers  continue 
to  pay  a  rate  of  five  or  six  per  cent  with  the  serene  con- 
fidence that  they  need  fear  bnt  little  variation. 


CEUPTEB  m 

THB  DKCODNTma  FtWCTION  OP  EXCHANGE 
MAREtErTS> 

XxohingM  u  OlMrin;  Homes  of  Onmnt  Newi.— Kext 
to  the  fumiBhing  of  a  continaoos  market,  the  discounting 
function  of  exchanges  is  probably  their  greatest  service. 
Stock  exchanges  have  come  to  be  recognized  more  and 
more  as  agencies  for  the  coUective  egression  of  human 
judgment  concerning  the  present  and  prospective  value  of 
seeoritiee.  Commonication  by  wire  has  not  only  bron|^ 
all  the  leading  exchanges  into  immediate  tonch  with  cur- 
rent happenings  everywhere,  thus  making  them  news 
agaicies  of  national  and  intemati<mal  scope,  but  has  bo  con- 
nected the  various  investment  and  speculative  markets  of 
the  nation  and  the  world  as  to  make  them  practically  one. 
A  few  minutes  will  suffice  to  enable  investors  throughout 
a  large  territoi^  to  give  expression  to  their  opinions  of 
corrent  market  news  in  the  form  of  actual  purchases  and 
sales  at  prices  that,  in  turn,  are  immediately  transmitted 
by  wire  to  all  investment  centers  and  are  soon  thereafter 
made  available  to  the  general  public  by  the  daily  press. 
Exchange  mai^ets  thus  may  be  regarded  as  pivotal  eenten 
idiere  thousands  of  minds  concentrate  to  express  their 
judgment  concerning  prices.  They  represent  the  collective 
mind  of  the  investment  world  as  to  values.    And  in  this 


>  In  the  prep^niloD  of  thk  Chapter  Ubenl  ok  wu  m>d«  of  nnr 
■Aide  oo  "  Tbe  Seope  and  FunotioDS  of  the  8toA  MaAet,"  A»mu 
1^  the  Amaiom  Aeademy  qf  PotUieaX  and  Sodtd  Sdenee,  vol.  36,  Hay, 
1910. 
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connection  it  ia  all  importsnt  to  remember  that  the  collect- 
ive judgment  is  much  more  reliable  than  the  judgment  of 
an  individual.  As  individuals,  we  may  make  serious  errors 
in  oar  purchases  or  sales;  but  collectively,  as  will  be  indi- 
cated later,  the  market  has  proved  ita  worth  as  a  remarkably 
bccurate  discounter  of  the  future.  Explained  in  greater 
detail,  the  value  of  this  prompt  expressicm  of  the  collective 
judgment  is  three-fold,  namely : 

1.  Protects  the  Holders  of  Securities  and  Harmonize* 
Quoted  Pricet  and  Actual  Taluea. — Without  an  organized 
market  the  average  holder  of  corporate  securities,  owing  to 
the  absence  of  sources  of  information,  would  stand  in  a 
most  defenseless  position.  He  would  be  unable  to  learn 
their  price  from  day  to  day,  because  transactions,  if  pri- 
vate, would  not  be  recorded,  might  be  designed  to  mislead, 
aad  certainly  would  not  be  representative  of  the  general 
judgment.  He  would  be  exposed  to  many  times  the  fraud 
of  to-day.  He  would  be  at  the  mercy  of  every  mmor.  He 
would  be  anable  to  place  a  correct  estimate  of  the  import- 
ance of  current  evoits  upon  the  price  of  his  securities.  He 
could  easily  be  mislead  by  unscrupulous  counselors  into 
selling  his  securities  far  below  their  fair  value,  and  would 
never  be  certain  of  honest  treatment  in  the  execution  of 
his  orders.  To-day,  however,  the  honesty  of  brokers  is 
secured  through  a  rigidly  enforced  system  of  rules,  and 
every  newspaper  of  any  importance  gives  daily  the  quota- 
ticHts  of  leading  securities,  thus  protecting  the  holder 
against  deception  as  to  prices.  Estimates  have  been  made 
to  the  effect  that  current  quotations  are  published  in  news- 
papers with  a  circulation  of  at  least  10,000,000  copies.  A 
few  minutes  also  suffice  to  convey  quotations  by  thousands 
of  tickers  to  brokerage  houses,  banks,  trust  companies,  in- 
vestment houses,  insurance  offices,  etc.,  located  in  practi- 
cally every  city  of  importance. 

Moreover,  theee  exchange  quotations  represent  the  aver- 
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age  eomlnned  jndgment  of  many  minds,  which  ia  given  con- 
crete ezpreesion  in  actnal  transactions  on  the  floor  of  the 
exchange.  Through  the  widespread  pnblicity  of  stock  ex- 
change qnotationa  the  world  over,  the  holders  of  securities 
are  given  gratia  the  ccunbined  opinion  of  the  most  competent 
financiers  aa  to  the  value  of  those  securities  at  present  and 
their  prospective  value  in  the  fatore.  Since  these  financiers 
always  have  in  mind  the  futore,  rather  than  the  present, 
their  initiative  in  making  purchases  and  sales  will  tend  to 
discount  the  effect  of  coming  events  on  any  given  secnrity. 
It  is  for  this  reason  that  the  price  of  a  stock  often  bears  no 
definite  relation  to  the  present  earnings  of  the  corporation 
or  to  the  dividend  paid.  A  non-dividend-paying  stock  may 
seem  to  command  an  apparently  unwarranted  price,  yet 
upon  the  declaration  of  a  dividend  the  price  will  osnally 
fail  to  advance  much  and  may  actually  decline.  Similarly, 
a  dividend-pajrlng  stock  may  apparently  sell  much  too  low, 
yet  upon  a  cut  in  the  dividend  the  stock  will  usually  fail  to 
decline  appreciably  and  may  actually  advance.  In  other 
words  the  nuirket — ^the  collective  judgment  of  the  invest- 
ment world — is  always  in  advance  of  the  present.  It  is  con- 
cerned primarily  with  the  future,  and  bad  news  or  good 
news  is  discounted  in  advance.  When  the  facts  become  the 
common  property  of  the  rank  and  file  of  the  popolation, 
their  effect  is  lost  because  the  discerning  mind  of  the 
speculative  community  has  approximately  measured  their 
importance  in  advance  and  by  its  sales  and.  purchases  has 
brought  about  a  prompt  adjustment  of  the  price  to  a  lower 
or  higher  level.  The  holder  of  stocks  and  bonds  is  free  to 
disregard  current  quotations  if  he  chooses;  but  if  their 
trend  is  pronounced  they  should  serve  as  a  guide  to'  which 
he  may  regulate  his  own  action  relative  to  the  holding  or 
selling  of  his  securities.  For  the  time  bdng  prices  and  in- 
trinsic values  may  seem  far  apart,  yet  in  the  loiyj  run, 
owing  to  the  desire  of  speculators  to  anticipate  the  future, 
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quoted  prices  and  inberent  values  as  jn^ed  hj  fatore 
earning  power  are  bronght  into  approximate  harmony  witb 
one  another. 

2.  Standardizet  Values  and  Directs  t\e  Flow  of  Capital 
from  Unprofitable  to  Profitable  Channds. — The  stock 
market  also  serves  a  most  osefol  purpose  in  directing 
the  flow  of  capital  from  channels  where  least  needed 
into  those  where  it  can  be  most  profitably  employed. 
Dally  fluctuations  in  security  prices  may  have  but  little 
significance,  yet  it  is  an  axiom  of  the  financial  world  that 
pronounced  changes  in  the  earning  power  of  corporations 
are  reflected,  in  the  long  run,  by  pronounced  changes  in  the 
prices  of  their  securities.  It  is  equally  tme  that  relatively 
low  quotations  for  the  stocks  and  bonds  of  corporations  jn  a 
given  line  of  industry,  if  continued  month  after  month,  are 
indicative  of  the  unprofitable  character  of  that  type  of  in- 
vestment. Consequently  it  soon  cesses  to  be  attractive  to 
investors.  The  quotation  table  proclaims  its  unworthy 
character  to  the  owners  of  capital  more  effectively  than  any 
other  argument.  New  enterprises  along  the  same  line  will 
be  discouraged,  for  what  reason  is  there  to  undertake  the 
extension  of  an  industry  already  unprofitable,  when  the 
same  quotation  table  gives  evidence  of  other  lines  of  bad- 
ness whose  high  and  advancing  prices  of  shares,  as  a  result 
of  large  and  increasing  returns,  will  serve  as  a  guide  to 
capitalists  in  directing  the  flow  of  their  uninvested  funds  t 
If  the  shares  of  steam  railroads  and  street  railways  are  rel- 
atively low,  and  show  an  unfavorable  movement,  it  is  a 
warning  to  the  holders  of  capital  that  they  should  exercise 
caution  in  giving  financial  support  to  the  promotion  and 
extension  of  this  type  of  enterprise.  If,  on  the  other  hand, 
the  stocks  of  equipment,  iron  and  steel,  copper,  or  motor 
companies  are  selling  high  and  show  an  advancing  tend- 
oicy,  it  is  an  indication  that  further  development  and  in- 
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creased  prodnddon  are  desirable  and  that  the  flow  of  capi- 
tal into  these  channels  is  warranted. 

B7  thus  standardizing  the  profitableneea  or  nnproflt- 
ableneas  of  many  gronpe  of  industries  to  a  common  ba^, 
and  presenting  the  same  in  a  table  of  qnotations  that  is 
easi^  understood  and  accessible  to  all  the  Toiid,  stock  ex- 
ehai^iea  serve  to  prevent  the  misdirection  of  funds  into 
nnnecessar;'  ventoree.  They  may  be  described  as  clearing 
boDses  for  all  news  of  bosinees  significance.  All  informa- 
tion, political  and  industrial,  is  there  studied  and  weighed 
by  experts,  who  by  buying  and  selling  gratoitoosly  give 
thur  conclusions  to  the  worid  In  the  recorded  qnotations. 
These  recorded  transactions,  representing  the  combined 
judgment  of  many  trained  minds,  relieve  the  mass  of  small 
investors  of  the  trouble  and  expense,  even  granting  that  an 
investigation  could  be  made,  of  familiarizing  themselves 
with  the  many  intricat«  factors  underlying  the  operation, 
management,  and  future  prospects  of  corporations,  possibly 
aitaated  thousands  of  miles  away.  Unworthy  classes  of  in- 
vestments are  thus  differentiated  from  the  worthy  and  in- 
vestors are  attracted  to  the  latter.  ' '  Throngh  the  publicity 
of  knowledge  and  prices,  the  bringing  of  a  multitude  of 
fallible  judgments  upon  this  common  ground,  to  an  average, 
there  is  afforded  to  capital  throughout  the  world  an  almost 
unfailing  index  of  the  course  in  which  productitm  should 
be  directed. ' '  * 

It  remains  to  be  said  that  by  standardizing  values  the 
stock  exchange  is  a  creative  agency  for  the  upbuilding  of 
business  since  it  tends  to  bring  investors  and  worthy  invest- 
moit  opportunities  together.  "Just  as  the  banks  represent 
the  organisation  of  capital  for  the  making  of  loans,"  it  has 
been  said,  "so  the  stock  exchanges  in  America,  England, 
and  Ccoitinental  Enrope  represent  the  organization  of  capi- 

*  OiariM  A.  Cooant,  Wall  Strmt  md  (A*  Country,  p.  2S. 
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tal  for  the  pnrpoee  of  mTestmmt."  Their  membera  and 
afOliated  flrmB  are  intimately  associated  with  the  largest 
banks,  corporations,  promoters,  and  private  capitalists.  So 
intimate  has  this  association  become  that  directly  or  in- 
directly promoters  with  propositions  to  finance,  or  corpora- 
tions with  large  issues  of  securities  to  fioat,  most  usnally 
consult  banking,  investment,  and  brokerage  houses  that 
have  stock-exchange  affiliations  and  that  are  thereby  able 
to  gaage  the  possibilities  and  success  of  the  project,  to  for- 
mulate the  plans  by  which  the  capital  is  to  be  raised,  and 
to  lay  it  properly  before  the  investing  pablic.  These  houses 
base  their  judgment  concerning  investment  conditions 
largely  upon  the  activity  and  price  movements  prevailing 
on  the  exchanges.  In  brief,  the  whole  investment  business 
of  the  world,  as  one  writer  aptly  expresses  it,  is  "attuned 
to  the  tone  of  these  exchanges  and  reflects  the  confidence 
or  doubt  of  the  collective  public  mind  to  which  they  give 
expression. ' ' 

3.  Ditcounti  Future  Business  Conditions. — Besides  af- 
fording a  valoable  protection  to  the  holder  of  securities 
and  directing  the  flow  of  capital,  stock  exchanges  perve  the 
further  useful  purpose  of  "discounting  the  future  trend  of 
bosiness."  In  this  respect  they  afford  a  register  of  pros- 
pective values  for  property  other  than  that  dealt  in  on  the 
exchanges  and  constitnte  a  "barometer  of  future  business 
conditions."  Speculation,  as  already  pointed  out,  deals 
with  the  future  and  not  the  present  or  the  past.  Corporate 
stocks  and  bonds  constitnte  so  large  a  proportion  of  the 
world's  wealth,  and  represent  such  a  variety  of  industries, 
that  a  marked  advance  or  decline  in  the  general  level  of 
prices  is  the  surest  indication,  in  fact  an  ahnost  unfailing 
index,  of  coming  prosperity  or  depression.  And  the  all  im- 
portant fact  is  that  such  changes  of  prices  on  the  exchanges 
always  precede,  that  is,  discount  the  event,  and  do  not  fol- 
low or  occur  concurrently.     Without  an  exception  eveiy 
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B  depresncBi  or  boom  in  this  conntiy  has  been  dis* 
«oimted  by  oar  seenrity  markets  from  six  months  to  two 
Tears  before  the  doll  times  or  prosperity  bvcame  a  reality. 
Tbe  fir'ft'iriwl  and  bo^ess  panic  of  1907  will  serve  as  an 
iUnstratitm  in  this  connection.  The  bosineea  conditions  of 
1906  and  1907  were  the  best  that  this  country  had  ever  en- 
joyed ap  to  that  time.  Factories  were  nmning  overtime, 
crops  were  abundant,  railroads  were  congested  with  traffic, 
and  real-estate  operations  were  booftiing.  The  press  was 
filled  with  the  most  optimistic  descriptions  and  predictions. 
Tet,  despite  the  excellent  news,  secarity  prices  showed  little 
gain  following  the  month  of  August,  1906.  The  earmarks  of 
cmning  financial  and  homness  distress  were  at  hand.  The 
stock  market  was  serving  its  purpose  as  the  pivotal  coiter 
where  thoosanda  of  the  leading  minds  of  the  world  were 
acting  on  judgments  that  had  reference  to  the  future  and 
not  the  present.  Stocks  were  for  sale  by  those  who  reasoned 
correctly  concerning  the  fntore,  and  were  purchased  by 
those  who  based  thor  judgments  on  the  present.  They  were 
even  sold  at  a  sacrifice,  and  as  a  knowledge  of  the  coming 
state  of  business  affairs  percolated  from  one  strata  of  intdli- 
gence  to  another,  the  selling  movement  increased  in  mo- 
mentum until  in  March  the  market  experienced  its  first 
panic.  A  rebound  in  prices  occurred,  but  stocks  were  still 
for  sale,  and  by  November  an  unusually  low  price  level 
was  reached.  In  the  meantime,  however,  business  was  ex- 
cellent, and  the  press  of  nearly  the  whole  country  wondered 
what  all  the  trouble  was  about,  and  why  the  Wall  Street 
gamblers  were  thus  losing  their  senses.  The  business  de- 
pression of  1908,  however,  followed  the  stock  market  col- 
lapse of  1907,  and  when  it  was  a  reality  to  even  the  most 
ignorant,  the  stock  market  had  clearly  discounted  the  event, 
and  prices  of  securities  refused  to  yield  further.*   Securities 

■Another  notoe  ezuiqjle  td  tlie  discounting  ftmotioii  ia  afforded 
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were  now  r^^orded  as  a  desirable  porcliase  from  the  stand- 
point of  the  futura  Accordingly  we  witnessed  the  spec- 
tacle of  rapidly  ascending  stock-market  prices  at. the  very 
time  when  boainess  was  at  its  worst,  complaints  the  londest, 
and  the  pablic  press  as  pessimistic  a*  it  had  prerioiuly 
been  optimistic.  The  stock  exchange  was  ^ain  the  pivotal 
center  where  thousands  of  the  best  minds  of  the  eoantiy 
were  expressing  their  judgment  of  the  fnture,  and  were 
willing  to  convert  cash  into  securities  because  of  an  antici- 
pated improvement  in  values.  It  may  truly  be  said  that 
major  stock-market  movements  run  contrary  to  what  is 
seen,  read,  and  heard. 

by  the  maricet  of  1914-1916  when  th«  effect  of  ab&onnal  mr  oon- 
ditioDB  wu  leSected  truly  for  ea«h  of  the  leftding  ftroupe  of  American 
industrka.  Upon  the  reopening  of  the  nwriiet  in  December,  1914, 
there  developed  ahnoet  iounediftUly  &  violait  reehifting  in  the  prioeB 
of  the  varioua  groups  of  eecuritiee.  Industrial  stodca,  taking  a  liat  of 
47  leading  corporations  repreeenting  all  important  ^pea  <rf  nunufa^ 
ture,  showed  a  price  advance  of  117  per  cent  during  this  first  year 
of  the  i»ar.  A  selected  list  of  27  leading  induatriala  Uutt  figured 
lanely  in  the  manufacture  of  war  orders  utowed  an  appreciation  of 
229  per  cent  during  the  same  time,  while  in  tho  case  of  ordoanee 
stocks  the  advance  was  even  greater.  Bonds,  however,  showed 
Boarcely  any  appreciation  at  all,  while  railroad  and  pubUo-aervieo 
corporation  stoclcB,  owing  to  the  increaae  in  operating  oosU  and  tha 
inability  to  increase  the  price  of  their  service  correspondingly,  appre- 
ciated only  20  per  cent  and  23  per  cent  req;>ectivdy.  AS  reguda 
each  of  the  aforementioned  groups  the  r«ative  market  ^preoiation 
^>pTOzimately  measured  in  advance  the  future  promcta  of  profite. 
lAter,  when  the  reader  had  constantly  MraOMl  before  hun  tlie 
aoMptance  of  huge  orders  at  fabulously  orontable  prices,  the  market 
'    '      display    its    buoyant    upwaro   tendency.    It    Btuutd    be 

■14  Miat   th*  "  hiiU  "   markjtf  fnllnwinv  tlu>  ilwlantinn  nf  war 


nacbed  its  culmination  on  the  averag«  as  eariv  as  the  close  of  1916. 
By  the  becmning  of  September,  191^  altbou^  the  country  enjoyed 
unexampled  prosperity,  the  appreciation  in  our  list  of  47  mduatnals 
had  declbed  from  a  high  of  117  per  cent  to  87  per  cent,  in  the  list 
of  strictly  war  stocks  from  229  per  cent  to  1S4  per  cent,  and  in  the 
hst  of  railroad  and  public-aervice  corpcraUons  from  20  per  cent  and 
23  per  cent  to  II  per  cent  and  17  pM'  cent,  respectivdy.  Beginning 
the  latter  part  of  1919,  and  through  practically  all  of  1930,  the  market 
underwent  further  drastic  declines,  and  any  examination  of  market 


quotationB  for  representative  groups  of  stacks  makes  apparent  the 
fact  that  the  serioua  business  depression  of  1921  was  diaeountad 
mgoiha  in  advance. 
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It  is  tlie  faifaire  to  anderstand  this  frmdamental  law  of 
price  morements  that  has  been  the  cause  of  enonnoos  loesea 
to  the  nnthiTifcing  and  onknowiog,  whose  judgments  are 
based  an  what  is  seen,  read,  and  heard  at  the  time.  When 
the  good  news,  whether  it  be  big  csops  or  large  earnings, 
becomes  common  property,  it  has  been  discounted  by  the 
maAet ;  and  similarly  when  the  bad  news  is  apparent  to  all 
it  has  likewise  been  discounted.  It  is  only  natural,  there- 
for^ that  the  rank  and  file  should  regard  the  stock  maiket 
as  a  most  incomprehensible  affair,  always  going  contrary  to 
what  is  so  perfectly  evident  at  the  time.  It  is  quite  nat- 
ural that  they  should  always  blame  their  losses  on  the 
woridng  of  the  market  rather  than  on  themselves,  although 
in  reality  their  trouble  is  attributable  to  their  failure  to 
realize  that  market  morementa  anticipate  the  future. 

Agun,  one  should  remember  that  the  stock  market  is  not 
distinct  from  other  markets.  The  manufacturer,  the  mer- 
chant, the  produce  dealer,  and  the  real-estate  operator,  all 
have  an  interest  in  its  primary  price  movements  since  they 
have  an  important  bearing  cm  their  own  transactions. 
Many  of  the  market's  flnctuations,  especially  those  of  a  few 
■days  or  we^s,  have  little  significance  since  they  may  repre- 
sent only  some  particular  local  cause  or  the  whim  of  some 
speculator.  But  if  the  market  steadily  and  rapidly  de- 
clines, many  business  men  who  know  its  "discounting" 
ngniflcance  will  assume  a  watting  attitude  as  r^iards  their 
planned  undertakings  or  curtail  their  production ;  and  this 
waiting  attitude,  mnce  all  businesE  is  closely  interrelated, 
will  react  upon  all  other  forms  of  business  eftort. 

RanBENCBB 

C.  A.  Conant,  WaU  Street  and  the  Cnnlry,  pp.  83-116. 


CHAPTER  IV 

THE  FUNCTIONS  OF  SHORT-SELUNG 

G«ii«nl  Ratm  of  the  Short  Sale. — ^In  any  treatment  of 
the  fonctiouB  of  organized  stock  markets,  considerable  em' 
phasis  should  be  placed  upon  the  operations  of  those  who 
speculate  for  the  fall  of  stocks  through  the  process  of  sell- 
ing "short"  that  which  they  do  not  possess  with  the  object 
of  baying  hack  later  at  a  lower  price  and  then  folfitling 
delivery  on  their  sales.  By  way  of  introdaetlon  the  general 
natnre  of  snch  a  sale  may  briefly  be  explained.'  Believing 
that  a  particular  stock,  let  as  say  United  States  Sted  Com- 
mon,  will  fall  in  price,  a  specnlator  seills  100  shares  short  in 
anticipation  of  the  decline.  Hia  desire  is  to  postpone  de- 
livery of  the  shares  to  the  bnyer  until  some  later  date  when 
he  hopes  to  be  able  to  buy  the  share  for  parposes  of  de- 
livery at  a  price  lower  than  that  received  on  his  sale.  Bnt 
this  he  cannot  do,  since  the  roles  of  the  exchange  require 
delivery  on  the  day  following  the  sale.  Fortunately  for 
him,  all  United  States  Steel  Common  stock  is  the  same  for 
delivery  porposee  and  any  100  shares  of  it  is  as  good  as 
any  other  hundred  shares.  Accordingly,  he  borrows  100 
sharea  from  some  one  and  delivers  the  same  in  fulfillment 
of  hia  sale.  The  pnrchaser,  quite  unconcerned  as  to  the 
source  of  the  stock,  pays  the  purchase  price  to  the  short- 
seller,  who  in  turn  transfers  the  market  price  of  the  stodc 
to  the  lender  as  security  for  the  temporary  loan.     Now 
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■hoald  the  price  decline  stifBtuently  to  induce  the  short-eeUer 
to  take  his  profit  he  will  buy  100  shares  (that  is,  "eorer" 
his  sale)  in  the  open  market,  retnm  the  same  to  cancel  his 
taapanry  loan,  and  receiTe  bock  from  the  lender  of  the 
stock  the  moaey  deposited  as  security.  Since  the  price  at 
iritieh  he  bought  the  stock  in  the  open  market  was  less  than 
the  price  at  which  he  originally  sold,  his  profit  will  be  eqnal 
to  tbe  difference,  miniu  sach  expenses  as  may  have  been 
incurred  in  conducting  the  operation.  Shoold  the  stock 
advance  beyond  the  original  sales  price,  however,  our  short- 
seller  will  be  confronted  with  a  loss  and  will  have  to  soffer 
the  conseqnences  of  his  poor  judgment. 

Manj  condemn  and  few  qrmpathize  with  the  short-seller 
in  the  mai^et,  because  of  the  belief  that  it  is  wrong  to  sell 
that  which  oiie  does  not  possess ;  that  no  economic  good  is 
perf<»med  by  the  practice ;  and  that  short-selling  artificially 
deprenes  security  prices.  To  many  short-selling  seems  to 
be  a  pernicious  practice  that  ought  to  be  suppressed.  They 
seem  to  regard  short-sellers  as  a  nuisance  and  a  menace,  as 
a  group  deliberately  bent  upon  injuring  the  best  interests 
of  legitimate  investment.  In  fact,  many  have  urged  the 
pn^bition  of  short  sales,  and  numerous  attempts  have 
been  made  at  legislation  with  this  object  in  view. 

A  moment's  reflection,  however,  will  show  that  all  these 
ctmclosions  have  little  basis  in  fact.  These  opponents  forget 
that  short-selling  is  a  common  practice  in  many  leading 
kinds  of  business.  The  manufacturer  is  expected  by  the 
wholesaler  to  sell  his  finished  wares  at  a  definite  price  for 
scHne  definite  future  delivery;  and  to  assure  the  delivery 
of  his  goods  at  a  stipulated  price  and  time,  the  mannfac- 
turer  expects  the  commission  man  or  produce  broker  to  sell 
the  raw  cotton,  grain,  metal,  etc.,  for  future  delivery  at  a 
definite  price,  even  before  the  crop  has  been  harvested  or 
the  metal  obtained.  In  fact,  it  is  becoming  increasingly 
dear  that  American  producers,  if  they  are  to  compete  sue- 
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cesBfoUy  in  foreign  commerce,  mast  be  in  a  podtioa  to 
enter  into  contracts  for  the  fatore  delivery  of  their  goods 
in  distant  markets,  at  definite  prices,  and  at  an  agreed 
tim&  To  accomplish  this  purpose,  and  at  the  same  time 
eliminate  the  elnnent  of  gamble,  it  is  necessary  to  secure 
quotations  in  advance  on  the  requisite  raw  materiala,  ma- 
rine insurance,  foreign  exchange,  and  steamship  space.  As 
a  matter  of  fact  dealers  in  produce,  marine-insurance  com- 
panies, foreign-exchange  dealers,  and  steamship  companies 
are  usually  willing  to  obligate  themselTes  to  the  future 
delKery  of  their  commodity  or  service  at  fixed  qnotationa, 
thus  enabling  the  exporter  to  determine  in  advance  all  the 
primary  costs  that  enter  into  his  venture.  Contractors, 
likewise,  in  contracting  for  work  at  a  definite  price,  are  con- 
stantly selling  labor  and  materials  "short."  The  general  ' 
practice  of  "hedging"  on  our  exchanges  by  those  handling 
our  important  staples  must  also  necessarily  involve  a  short 
sale.  In  business  generally,  therefore,  short-selling  seems  to 
be  regarded  as  a  necessary  means  of  insurance  against 
specnlative  losses.  If  recognized  by  all  these  business  inter- 
ests, it  certainly  cannot  be  maintained  that  it  is  wrong  in 
the  stock  market  to  sell  something  that  one  does  not  now 
possess  but  intends  to  buy  later.' 

The  StabiUzLng  and  Diteounting  Fmietioni  of  Short 
SeUing. — Critics  arc  also  wrong  in  contending  that  short- 
selling  does  not  perform  an  economic  good,  and  that  it  act- 


t  the  monlity  of  Bhort-aellins,  miliun  C.  Tan  Antwerp 

ln«kM  the  following  Btatttnent:  "  If  it  is  imnionl  to  acJI  for  b  putpoae, 
it  »  equally  imnionJ  to  buy  for  a  puipoee;  in  e^ch  eaae  the  purpose 
ii  the  nope  of  »  profit.  Bu^g  for  »  profit  Lg  snproved  by  everyone; 
wfav  not  adliniT  In  both  nutancee  vdu  hsve  houBht  or  aold  foT  a 
differeDoe  in  pHoe;  the  tequtnee  of  tbo  evenU  in  no  w»y  involvee  » 
oneetioo  of  monls,  eince  t^ere  b  no  ethical  diiTeranoe  and  no  economie 
aiffarenoe  between  buying  first  end  selling  Ust,  snd  selling  fint  and 
buying  lut.  Moreover,  in  sdling  short  you  do  no  injury  uDce  you  sell 
to  k  Nyo,  ftt  his  price,  only  what  he  mnta  and  is  willing  to  pay  for." 
n*  Stock  BKltrngt/nm  WiMn,  p.  80. 
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tully  depresses  the  prices  of  Becurities.  The  short  sale  in 
the  atock  market,  and  the  same  js  also  tme  of  produce  mar- 
kets, is  oftoi  the  greatest  benefactor  in  represnng  rampaot 
specnlatiTe  enthnaiasni  on  the  one  hand,  and  in  checking 
the  effect  on  secnrity  prices  of  excesmve  pesmmism  on  the 
other.  Short-sellers  do  not  determine  prices.  By  Belling 
tlugr  simply  empress  their  jadgment  as  to  what  prices  will 
be  in  the  fntore.  If  their  judgment  is  wrong,  they  will 
goffer  the  penalty  of  being  obliged  to  go  into  the  market  and 
eover  their  sales  at  higher  prices.  In  making  their  sales 
they  are  just  as  open-minded  in  their  reasoning  as  those 
who  purchase  becaose  they  beUeve  the  market  will  advance. 
With  few  cxcepticaifl  thdr  motive  is  not  a  maliciotis  one. 
They  simply  hope  to  make  a  proSt  by  correctly  interpreting 
the  market  bearing  of  economic  and  political  events. 

Nine-tenths  of  the  public,  it  is  said,  are  by  nature  "bolls" 
and  the  hi^er  prices  go  the  more  optimistic  and  dated  they 
become.  If  it  wete  not  for  a  groap  of  short^eUers,  osnally 
greatly  in  the  minority  bnt,  as  a  class,  superior  in  intelli- 
gence, who  resist  an  excessive  inflation,  it  would  be  much 
easier  than  now  to  raise  prices  through  the  roof ;  and  then 
when  inflation  becomes  apparent  to  all,  the  descent  would 
be  abrapt  and  likely  unchecked  until  the  basement  was 
reached.  The  operations  of  the  ' '  bear, ' '  howev^,  make  ex- 
cessive inflation  extremely  expensive,  and  likewise  tend  to 
prevent  a  violent  smash,  because  the  short-seUer,  to  realize 
his  profits,  must  become  a  buyer  for  amounts  equivalent  to 
his  sales.  The  writer  has  been  told  by  several  members  of 
the  New  York  Stock  Exchange  that  they  have  seen  days  of 
panic  when  practically  the  only  buyers,  who  were  taking 
the  vast  volume  of  securities  dumped  cm  the  Exchange  were 
those  who  had  previously  sold  short  and  who  now  turned 
buyers  as  the  only  way  of  closing  their  transactions.  They 
were  curious  to  know  what  would  have  happened  in  those 
panic  days,  when  everybody  wished  to  sell  and  few  cared 


44  THE  STOCK  MARKET 

to  mveet,  if  the  buying  power  had  depended  sole^  upon  the 
real  investment  demand  of  the  oatside  pablic.  In  sach 
times  of  distress  the  short-seller  becom^  as  he  has  well 
been  called,  "the  market's  best  friend."  The  "bull,"  it  is 
true,  will  help  the  eitoation  with  his  porchases.  But  the 
short-seller  renders  the  double  service  of  retarding  an  nn- 
warrauted  advance  by  his  sales  and  of  checking  an  onwar^ 
ranted  decline  by  his  purchases. 

In.  reply  to  the  prevalent  opinion  that  short-selling  nn- 
doly  and  artificially  depresses  secority  prices,  it  shoold  be 
stated  that  short-sellers  are  freqaenUy  the  most  powerfol 
nipport  that  the  market  poeseeses.  It  is  an  ordinary  affair 
to  read  in  the  daily  press  tliat  the  market  is  sustained  or 
"pnt  up"  at  the  expense  of  the  "shorts,"  who,  having  con- 
tracted to  deliver  at  a  certain  price,  can  often  be  easily 
driven  to  "cover."  Short-selling  is  thus  a  beneficial  factor 
in  steadying  prices  and  obviating  extreme  finctnations.  It 
constitutes  a  stabilizing  force  in  the  market  at  all  times. 
Largely  through  its  influence,  the  discounting  of  serious  de- 
pressions does  not  take  the  form  of  a  sodden  shock  or  c<m- 
Tulsion,  bnt,  instead,  is  spread  out  over  a  period  of  time, 
thus  giving  the  actual  holder  of  securities  ample  time  to 
observe  the  situation  and  limit  his  loss  before  ruin  results. 
Indeed,  there  could  be  no  organized  market  for  secnrities, 
worthy  of  the  name,  if  there  did  not  exist  two  sides,  the 
"bull"  and  the  "bear."  The  constant  contest  betweoi 
their  judgments  is  sure  to  give  a  much  saner  and  truer  level 
of  prices  than  would  otherwise  exist.  "No  other  means," 
reports  the  Hughes  Committee  for  the  investigation  of  ex- 
changes, "of  restraining  unwarranted  mfirk'Tg  up  and 
down  of  prices  has  been  suggested  to  us. " 

Other  Ftmetions  of  Shcot  Selling.— The  usefulness  of 
short-selling  is  by  no  means  limited  to  the  discounting  of 
important  events  that  affect  the  matket,  to  the  resisting  of 
excessive  inflation  of  the  general  price  level  of  the  market 
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ai  a  ivfaole  or  of  the  priise  of  any  {lazticalar  Beeari^,  to  the 
checking  of  anwarraiited  declines  in  times  of  panic  and 
business  depression,  and  to  the  steadying  of  prices  by 
causing  declines  or  advances  to  be  gradoal  instead  of  vio- 
lent. These  general  fonctions  of  short-selling  are  sapple- 
mented  by  a  large  number  of  specific  uses,  each  of  which 
fills  a  distinct  economic  need,  and  all  of  which,  considered 
cdlectiTely,  make  an  oi^^anized  market  mach  more  service- 
able to  the  community  than  would  othowise  be  the  case. 
Owing  to  thur  intricate  nature,  a  detailed  discussion  of 
most  of  these  specific  uses  of  short-selling  must  be  reserved 
for  later  chapters.  It  is  considered  desirable  at  this  time, 
however,  jn  order  to  give  the  reader  a  bird's  eye  view  of  the 
subject,  to  enumerate  these  uses.  Briefly  summarized, 
short-selling,  in  additicm  to  the  previously  described  funo- 
tions,  renders  the  following  nine  servicea : 

1.  Enables  Oumer»  of  Securities,  Unable  to  DeKver  at 
Once,  to  S^  ike  Same  and  Borrow  for  Purposes  of  De- 
livery.— The  investor  with  securities  in  his  safe-deposit  box 
is  thus  in  a  position,  no  matter  bow  far  he  may  be  from 
home,  to  sell  promptly  whenever  the  price  seems  advantage- 
ous or  when  cash  is  urgently  needed,  and  is  spared  the  in- 
couTenience  and  possible  hardship  that  might  result  if  im- 
mediate delivery  of  the  particolar  shares  sold  mts  neces- 
sary. He  is,  therefore,  spared  the  necessity  of  canying 
securities  with  him  on  his  joomey.  His  order  to  sell  may  be 
transmitted  by  wire;  the  delivery  will  be  eifected  by  his 
broker  through  a  loan  of  the  security;  and  this  loan  will 
later,  at  his  convenience,  be  canceled  by  a  delivery  of  the 
shares  held  in  vault.  Similarly,  securities  held  in  foreign 
countries  may  be  sold  pending  their  transportation  to  the 
market  where  sold.  Finally,  sales  may  also  be  made  against 
securities  that  have  not  yet  been  given  deliverable  form  by 
the  corporation  but  which  the  seller  knows  will  be  delivered 
later.    In  this  way  sales  are  often  effected  in  large  volume 
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before  the  secnrity  in  qoeation  has  been  actoally  iBsned, 
tbas  giving  a  broad  market,  with  its  accompanying  benefits, 
to  investors,  the  banking  community,  and  the  corporation, 
mach  sooner  than  otherwise  would  be  the  case. 

2.  Makes  Postible  the  Hedging  of  a  Daitgeroiu  Market 
Potition. — A  new  secority,  for  example,  may  be  carried  by 
a  promoter  or  broker  with  a  view  to  selling  the  same  from 
time  to  time  as  market  conditions  permit  Future  unfore- 
seen market  changes,  however,  may  involve  the  holder  in 
a  huge  loss.  Accordingly,  prudence  may  dictate  the  desir- 
ability of  hedging  this  dangerous  long  account  by  selling 
short  a  sufficiently  wide  and  well  chosen  range  of  other  se- 
cnrities  at  current  prices  on  the  theory  that  fundamental 
changes  effect  the  entire  market  more  or  less.  Now  should 
adverse  circumstances  arise,  there  may  be  a  serious  decline 
in  the  price  obtainable  for  the  new  security,  but  this  loss 
will  be  largely,  if  not  altogether,  offset  by  the  profits  real- 
ized on  the  short  sales.  Should  market  conditions  be  favor- 
aUe  to  rising  prices,  the  short  sales,  it  is  true,  will  net  a 
loss,  but  as  against  this  the  favorable  movement  of  the 
market  will  likely  enable  the  promoter  to  accomplish  his 
purpose  of  marketing  his  new  issue  at  a  substantial  profit. 
Here  short-selling  serves  as  a  means  of  insnrance  with  a 
view  to  reducing  the  hazard  connected  with  a  dangerous 
position  in  the  market.  To  obtain  the  benefits  of  financial 
stability,  freedom  from  worry,  and  greater  certainty  of 
average  profits,  the  distributor  of  this  new  issue  will  regard 
a  possible  loss  on  his  short  sales,  or  a  possible  redaction 
of  gross  profits  on  the  venture  because  of  such  sales,  in  the 
same  light  that  business  men  view  the  payment  of  premiiiras 
for  fire,  marine,  and  other  forms  of  insurance  protection. 

3.  Makes  Possible  the  Operations  of  Odd-Lot  Dealers, 
whose  chief  function  it  is  to  make  a  continuous  market 
tor  lots  of  less  than  100  Kharcs.^    Withont  such  dealers  the 

*  Tot  a  fuller  diuntasion  tee  Ch^ter  X. 
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anun  inveBU^  iroald  be  seveorely  haikdieapped  in  baying  or 
sdling  odd  lots  of  secnrities,  p&rtly  becaose  no  one  could 
readily  be  foond  who  cared  to  boy  or  sell  the  exact 
number  of  aharea,  and  partly  because  or^nary  market  tran- 
saetiona  are  baaed  on  100  shares  or  moltiplee  thereol  All 
diflkulty  in  this  matter,  however,  is  overcome  by  the  pres- 
ence of  a  groap  of  odd-lot  specolators  whose  bufdness  it  is 
to  boy  or  sell  odd  lots  of  every  description  and  at  prices 
nsaally  an  eighth  or  a  qoarter  below  or  above  the  cmrait 
qaotation  for  100  shares,  tn  fact,  one  of  the  most  myster- 
ioos  features  of  the  stock  market  to  the  tmsophistjcated  lay- 
man  is  the  ligbtnii^  speed  with  which  his  order  to  boy 
or  sell  a  small  lot  of  stock,  no  matter  how  "odd"  the  nom- 
ber  of  shares  involved,  is  execnted. 

The  reason  for  such  rapid  execntion  of  small  orders  is 
simple.  A  customer,  let  as  say,  instmcts  his  brewer  to  boy 
seven  shares  of  a  given  stock.  To  effect  a  purchase  of  this 
odd  nomber  of  shares  jn  the  open  market  would  necessitate 
much  delay  in  finding  a  seller,  would  likely  mean  a  purchase 
price  ctmrnderabfy  above  the  corrent  market  price,  and 
would  involve  labor  and  inconvenience  altogether  oat  of 
proportion  to  the  commission  charged.  Hoice  the  broker 
goes  Btrai^t  to  an  odd-lot  deal^,  who  automatically  sells 
the  stock  at  a  fracticai  above  the  current  price  for  100 
shares.  Almost  invariably  this  dealer  does  not  own  the 
shares  he  sells.  Instead,  he  sells  them  short  in  the  expecta- 
tion that  his  other  short  sales  of  odd  lota  in  the  same  stock 
will  soon  total  a  full  lot  of  100  shares,  when  he  hopes  to 
cover  in  the  open  market  at  least  an  eighth  lower.  If, 
on  the  contrary,  the  broker  has  been  ordered  to  sell  the 
sevcai  shares,  he  will  find  the  odd-lot  dealer  equally  acctnn- 
modating.  Now  the  dealer  takes  the  stock  not  as  an  invest- 
ment, but  as  a  speculator  who  hopes  to  act^unulate  speedily 
100  shares  from  different  sources  with  a  view  to  selling  the 
same  shares  in  the  open  market  at  least  one-eighth  higher. 
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Possibly  he  has  already,  prior  to  securing  a  fall  lot,  stdd  100 
shares  short  in  anticipation  of  accumalating  the  balance. 
His  hopes  of  baying  or  selling  at  a  pn^t  of  one-eighth  or 
mate  may  not  and  often  are  not  realized.  His  interests  are 
those  of  a  speculator  and  his  hope  is  to  have  his  average 
profits  exceed  bis  Iobbcs  by  a  snfBcient  amonnt.  Pat  an 
end  to  short-selling  and  to  specnlation,  and  there  is  an  end 
to  the  odd-lot  dealer's  work  as  condacted  to-day,  with  the 
result  that  the  small  investor,  the  very  person  whom  it 
sboold  be  oar  porpoee  to  assist  by  all  means  possible,  wiU 
be  a  distinct  loser. 

4.  Facilities  the  Work  of  Spedalista,  whose  fanction 
it  is  to  give  a  continaous  market  in  those  stocks  that  are 
comparatively  inactive.*  Specializing  in  one  or  a  few 
stocks,  a  specialist  stands  in  mach  the  same  pomtion  to 
those  secarities  that  he  handles  as  the  odd-lot  dealer  stands 
to  the  odd-lot  business.  Alw&ys  ready  to  boy  or  sdl,  he 
makes  a  ready  market  at  the  best  prices.  At  the  same  time, 
and  this  is  highly  important  in  the  case  of  inactive  securi- 
ties, he  is  instrumental  in  reducing  greatly  the  range  of 
price  fluctuations.  If  called  upon  to  sell,  he  will  in  all  likeli- 
hood not  have  the  stock  on  hand.  Instead,  he  will  promptly 
accommodate  the  buyer  by  selling  the  stock  abort,  and 
will  later  cover  his  sale  in  order  to  effect  delivery.  Pat  an 
end  to  short-selling  and  to  speculation  and  the  specialists' 
woA  will  be  rendered  difficult  indeed,  with  the  result  that 
inactive  secarities  will  be  less  easily  bought  and  sold,  and 
will  be  subject  to  price  fluctuations  mnch  greater  and  mach 
more  uncertain  than  is  now  the  case. 

5.  Makes  " Arbitraging"  Between  Different  Mwktit 
Potaible. — In  the  stock  market  this  term  refers  to  the  prac- 
tice, made  possible  when  a  security  in  one  market  happens 
to  sell  higher  or  lower  than  in  another,  of  baying  a  stod; 

*  For  a  fuller  diinwirioB  ns  Cbapltr  X. 
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in  the  low  market  and  immediately  selling  the  Bame  in  the 
liigli  market  with  a  view  to  making  the  difference  in  prie& 
An  explanation  of  the  intricate  nature  of  the  operation  and 
the  manner  of  performing  its  fonctions  most  necessarily  be 
deferred  nntil  a  later  chapter.*  Suffice  it  to  say  here  that 
the  practice  is  OBefoI  in  leveling  Becorities  to  a  common 
price  in  all  the  markets,  in  making  the  maiket  for  a  parti- 
cnlar  stock  more  continnons,  and  in  facilitating  for^gn- 
exchange  transactions.  In  oi^anized  prodnce  exchange 
markets  the  practice  serves  a  farther  purpose  of  causing 
not  merely  all  the  markets,  bat  the  several  grades  of  the 
prodnct,  the  vaiions  "fntare"  mtmthly  delivery  periods, 
and,  in  some  instances,  even  difE^ent  kinds  of  produce,  to 
sdl  in  harmonioas  relationfihip  to  one  another.  Bat  what- 
ever  the  purpose  accomplished,  it  is  essential  to  remembo* 
that  an  arbitrage  transaction,  whether  in  the  stock  market 
or  the  produce  market,  depends  upon  a  short  sale  in  one  or 
the  other  of  the  two  markets  involved. 

6.  Hakea  Possible  t\e  Practice  of  Arbitraging  in  Priv- 
ileged Subscriptiotu,  or  "rights,"  as  they  are  commonly 
called.*  Corporations  frequently  offer  to  stockholders  the 
privilege  of  Babscribing  to  new  stock  to  the  extent  of  a 
specified  percentage  of  their  old  holdings  and  at  a  price 
below  the  current  market  quotation.  This  privilege,  as  will 
be  shown  later,  has  a  computable  value,  which  may  be  real- 
ized hy  selling  the  "rights"  in  the  open  nuu^et  long  before 
the  new  stock  is  issued.  In  the  marketing  of  these  rights 
"arbitragen"  fomish  the  continuons  bnTJug  power.  As 
th^  buy  the  rights  at  a  price  slightly  below  thor  mathema- 
lical  value,  tfa^  sell  an  equivalent  amoont  of  the  old  stock 
short  at  the  maiket  price  and  borrow  shares  temporarily  to 
folfill  delivery.    They  thus  reap  the  difference  as  a  profit. 
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Wbeoa  the  new  stock  called  for  by  the  Hgfats  is  finaUy  iasned 
b;  the  corporation,  it  is  delivered  in  fnlflllnient  of  the  loan 
effected  when  the  short  sale  vas  made,  thus  ending  tha 
transaction. 

7.  EnabUt  Ovmers  of  "Rigktt"  to  dispose  of  the  Same 
at  (htce  hy  StOing  Short  an  Equivalent  Amount  of  tXe  Old 
Stock. — This  practice  is  very  commonly  resorted  to  and 
possesseB,  as  will  be  explained  later,  certain  important  ad- 
vantages.* Technically,  the  posaeHsor  of  the  rights  is  short 
of  the  market  nntil  the  new  securities  are  ddivered  by  the 
ctn^ration  because  he  is  obliged  in  the  meantime  to  borrow 
stock  in  order  to  folM  delivery  on  his  short  sale.  In  re- 
ality, however,  he  continnes  to  hold  the  rights  that  entitle 
him  to  the  new  shares  promised  hy  the  corporation.  When 
the  shares  are  finally  delivered  to  him,  he  will  nse  them  to 
terminate  the  loan  entered  into  at  the  time  he  effected  his 
short  sale. 

8.  Makes  Arbitraging  in  Convert^le  Securitiet  Poiti- 
ble.'  Where  a  bond,  for  example,  is  c(siTertible  into  sto^ 
H  is  apparent  that  the  two  secorities  shoold  sell  in  proper 
relationship  to  one  another.  What  that  relation  ahonld  be 
will  depend  upon  the  terms  of  the  conversion  privilege. 
SofBce  it  to  say  here  that  an  arbitrager  can  determine  the 
mathematical  equivalent  of  the  two  securities.  Should  one 
sell  out  of  line  as  compared  vrith  the  other,  he  will  boy  the 
low-priced  security  and  sell  short  the  high  me.  If  the 
prices  again  move  to  their  natural  position,  he  may  resell 
his  purchase  and  cover  on  his  short  sale,  thus  obtaining  a 
profit  that  will  depend  upon  the  extent  that  the  two  prices 
come  tc^ether.  In  other  instances,  where  the  circumstances 
-permit,  he  may  actually  convert  the  security  purchased  and 
deliver  the  new  securities  obtained  from  the  corporation  in 
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fnlffllment  of  bis  short  sale.  By  their  constant  watehfnlness 
for  nnall  profits,  arbitra^^ers  frill  catiae  convertible  Becmi- 
tiea  to  sell  in  proper  relation  to  the  price  of  the  securities 
into  vbicb.  they  are  convertible.  By  their  nnmeroos 
transactions  th^  also  make  the  mai^et  for  convertible  se- 
eorities  more  continaoos.  Moreover,  should  a  security  rise 
in  price  because  of  its  convertible  feature,  the  holder  may 
realize  his  gain  without  going  through  the  process  of  effect- 
ing an  actual  conversion,  that  is,  he  may  simply  sell  at  the 
current  price  which,  owing  to  the  operation  of  arbitragers, 
is  certain  to  include  the  gain  referred  to. 

9.  Oreatly  Increaaes  the  Continuous  Character  of  tht 
Market,  which  characteristic,  as  we  saw  in  a  previous  chap- 
ter,  results  in  numerous  advantages  to  the  investing,  bank- 
ing, and  business  community.  EVcnn  this  standpoint  the 
importance  of  the  vast  volume  of  short  sales  of  speculators, 
odd-lot  dealers,  specialists,  faedgers,  and  arbitragers,  to- 
gether with  the  numerous  covering  transactions  that  result 
from  such  sales,  can  scarcely  be  overestimated.  Indeed,  all 
the  foregoing  functions  of  short-selling  are  also  dependent 
for  th^  fullest  realization  upon  a  continuous  market. 
Hence  it  follows  that  a  large  group  of  short-sellers,  by 
greatly  increasing  the  volume  of  transactions,  also  mater- 
ially improves  the  basis  for  a  better  realization  of  the 
numerous  functions  of  short-selling  itsell 

Fimotions  of  Short-Selling  in  the  Produce  Market.— The 
preceding  discusuon  is  confined  to  the  functions  of  short- 
selling  in  markets  that  relate  to  invested  capital  Yet 
much  of  the  criticism  of  short-selling  has  bad  its  origin  in 
the  prevalent  use  of  the  practice  in  otganized  produce- 
exchange  markets.  In  such  markets,  however,  the  prac- 
tice is  of  even  greater  importance,  indeed  is  absolutely 
indispensable  to  the  modem  requirements  of  the  business 
community.  Here,  short-selling  serves  the  farther  all- 
important  purposes  of  (1)  enabling  dealers,  manufacturers, 
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and  exporters  to  cnjo;  the  fnllcst  benefits  of  stMSalled  "fa- 
tore  contracts";  and  (2)  of  making  it  possible  for  the  same 
classes  to  "hedge"  tbeir  trade  profits  against  loss  throagh 
price  finctuations.  Owing  to  the  very  general  opposition 
to  ahort-selling  in  all  types  of  markets  and  the  repeated  at- 
tempts to  legislate  the  practice  out  of  existence,  a  brief 
explanation  of  these  tvo  additional  functions  may  not  be 
out  of  place. 

The  first  refers  to  the  general  practice  in  grain,  cottm, 
coffee,  metal,  and  other  produce-exchange  markets  of  buy- 
ing and  selling  for  "future  delivery,"  that  is,  at  any  time 
during  trading  hours  dealers  and  speculators  are  willing  to 
enter  into  so-called  "future  contracts"  for  the  delivery  of 
a  stated  amount  of  produce  at  an  agreed  price  within  some 
designated  future  month.  The  value  of  sacb  contracts  to 
millers,  manufacturers,  exporters,  and  others,  dependent 
upon  a  regular  supply  of  produce,  cannot  be  over-empha- 
sized. The  miller,  for  example,  may  serve  as  a  typical  illus- 
tration. He  may  receive  an  order  to  deliver  flour  six 
months  from  date  at  a  stipulated  contract  price,  and,  not 
possesang  the  wheat,  wishes  to  know  if  he  can  safely  accept 
the  order.  Or,  his  elevator  capacity  being  small,  he  may 
desire  to  make  sure  of  a  regular  supply  of  wheat  from 
month  to  month,  and  at  prices  that  will  make  it  profitable  to 
keep  his  mill  fully  employed.  Without  a  continuous  market 
in  "futures,"  this  miller  would  not  be  able  to  secure  his 
supply  months  in  advance  and  at  definite  prices,  and  every 
order  for  the  future  delivery  of  flour  at  a  fixed  price  would 
be  a  speculation,  unless  he  actually  held  the  necessary 
wheat  (a  most  inconvenient  arrangement)  at  the  time  Ma 
contracts  were  accepted. 

Under  present  conditions,  however,  the  purchase  of  wheat 
and  its  storage  prior  to  the  acceptance  of  orders  for  the 
future  delivery  of  flour  is  entirely  unnecessary.  As  soon 
as  the  miller  receives  his  order,  be  may  at  once  aioertain 
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the  present  price  of  wheat  to  be  delivered  to  him  in  some 
fatnre  month  best  suited  to  his  convenience.  The  enatence 
of  a  broad  contfamoiu  market  will  assare  the  prompt  execu- 
tion of  such  ' '  fatnre ' '  pnrchases  to  practically  any  amoont, 
and  BQch  a  maritet  exists,  in  tnm,  because  of  the  presence 
of  a  large  nnmber  of  short-sellers.  In  all  probability  the 
wheat  purchased  for  fatnre  delivery  may  not  yet  have  been 
harvested,  the  short-seller  depending  apon  the  continnons 
market  as  the  soorce  of  supply  from  which  he  most  later 
obtain  the  wheat  necessary  to  fnlfill  delivery  on  his  sale. 
Now  if  the  miller  finds  the  price  of  wheat  satisfactory,  and 
if  we  aasome  that  he  knows  his  other  mannfactaring  costs, 
he  can  at  once  accept  the  contract  for  the  delivery  of  the 
floor,  let  OS  say,  in  October,  at  the  same  time  giving  his 
order  for  the  purchase  of  the  requisite  amount  of  September 
wheat  at  the  prevailing  price.  Having  concluded  the  two 
orders,  the  miller  is  certain  of  his  trade  prt^t — ^his  milling 
pn^t — ^irrespective  of  future  fluctuations  jn  the  price  of 
wheat.  We  have  here  an  instance  where  a  short-seller  in 
the  speculative  market  enables  a  manufacturer  to  become  a 
sbcolxeller  himself,  that  is,  he  is  enabled  to  accept  ccmtracts 
for  the  future  delivery  of  the  finished  product  at  a  definite 
price  and  with  the  assurance  of  a  reasonable  trade  profit. 
In  other  words,  the  speculative  market  is  used  to  eliminate 
speculation  jn  business,  the  gamble  of  speculative  price 
fluetuati<ms  being  thrown  upon  those  whose  busineBs  it  is  to 
assume  such  risks. 

But  of  equal,  if  not  greater,  importance  to  the  bnsinefia 
community  is  the  practice,  adopted  by  all  leading  interests 
in  the  grain,  cotton,  and  various  other  organized  exchange 
markets,  of  "hedging"  against  the  loss  of  trade  profits 
through  price  fluctuations.  And  this  important  practice,  it 
should  be  emphasized,  is  again  absolutely  dependent  upon 
short-selling  and  a  continuous  market,  which  market,  in 
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torn,  is  dependeot  apon  the  existence  of  nameroiu  short- 
sellers. 

Hedging  may  be  defined  as  the  practice  ot  making  two 
contracts  at  abont  the  same  time,  of  an  opposite  though  cor- 
responding nature,  the  one  in  the  actoal  trade  market,  and 
the  other  in  the  apec^Uative  market.  Thoa  a  purchase  in 
the  actual  grain  market  of  a  certain  amount  of  wheat  at 
a  certain  price  ia  promptly  offset  by  a  short  sale  in  the 
tpecviative  market  on  some  large  exchange  of  the  same 
amoont  of  grain  for  some  ctmvenient  future  month's  de- 
livery, with  a  view  to  canceling  any  losses  that  might  re- 
sult from  fluctuation  in  price.  As  soon,  however,  as  the 
trade  transaction  is  terminated  by  a  sale,  the  specviative 
short  sale  must  also  be  terminated,  that  is,  covered  by  a 
purchase  (Ht  the  exchange.  Both  contracts  are  entered  into 
at  abont  the  same  time,  and  both  must  be  terminated  at 
about  the  same  time  if  the  bedger  wishes  to  avoid  specula- 
tion. Bat  it  must  be  clearly  understood  that  the  grun 
purchased  in  the  trade  market  will  not  he  used  to  fulfill 
delivery  on  the  short  sale  made  in  the  speculative  market 
Except  for  hedging  purposes,  the  two  markets  are  inde- 
pendent of  each  other ;  that  is,  the  grain  purchased  in  the 
trade  market  will  be  resold  to  consumers,  while  the  short 
sale  in  the  speculative  market  will  be  covered  by  a  pur* 
chase  in  that  market. 

Having  hedged  his  wheat,  it  is  apparent  that  whether 
the  price  rises  or  falls,  onr  dealer  is  always  even.  If  wheat 
declines  20  cents  per  bushel,  the  dealer  loses  that  amount 
on  his  trade  wheat  (four  to  five  times  the  total  profit  he 
expects  to  make  out  of  the  actual  handling  of  the  wheat), 
but  the  amount  lost  here  will  be  canceled  by  the  20  cents 
gain  on  the  short  transaction.  Whatever  the  dealer  makes 
by  price  fluctuations  on  the  wheat  he  holds  is  lost  on  his 
short  sale  in  the  speculative  maiiiet,  and  vice  veraa. 

The  qnestion  will  at  once  he  asked :    How  does  the  deal- 
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er  make  a  profit  since  lie  is  always  even,  irrespective  of 
price  fluctuations  T  Here  we  most  distingoisli  clearly  be- 
tween the  trade  profit  and  the  speculative  profit.  Onr  deal- 
er wishes  to  avoid  speculative  risks  and  therefore  makes  use 
of  the  speculative  market  for  the  pnrpose  of  hedging.  His 
business  consists,  let  us  say,  in  conveying  grain  from  Chi- 
cago to  New  York,  and  it  is  in  the  handling  and  the  trans- 
portation of  grain  between  these  two  markets  that  he  ex- 
pects to  make  a  trade  profit,  which  is  the  result  of  hig 
knowledge  of  the  business  and  his  ability  to  render  this 
particular  service  in  competition  with  other  dealers.  Now 
let  OS  assume  that  the  differential  in  price  between  Chicago 
and  New  Toik  is  10  cents,  this  difference  indnding  the  cost 
of  transportation,  the  cost  of  handling,  and — from  onr 
standpoint  very  important — the  profit  that  those  in  the 
grain  shipping  bnsLneBs  between  these  two  centers  expect 
to  make.  Let  as  farther  assnme  that  when  the  time  for 
shipment  arrives,  the  wheat  in  Chicago,  parchased  at  $1.50 
per  boshel  has  declined  20  cents.  Bat  through  the  opera- 
tion of  arbitragers,  in  tarn  dependent  apim  the  right  to 
make  short  sales,  prices  of  wheat  all  over  the  country  go 
ap  and  down  tt^iether.  Flactnations  on  the  Chicago  Board 
of  Trade  will  be  reflected  promptiy,  therefore,  in  the  New 
Yotk  market  In  other  words,  if  wheat  in  Chicago  drops  to 
$1.30,  the  price  in  New  York,  onder  normal  conditions  and 
in  view  of  onr  illostration,  will  be  $1.40.  Yet  there  is  still 
the  difference  of  10  cents  between  the  Chicago  and  New 
York  qaotations,  and  this  difference  includes  the  trade  pro- 
fit. By  hedging,  our  dealer  is  thns  enabled  to  sell  his  wheat 
in  New  York  irrespective  of  any  decline  in  the  price. 

When  denouncing  speculation,  short-selling,  and  ex- 
change markets,  the  critic  should  bear  in  mind  the  fact 
that  dealers  and  exporters  handling  the  nation's  leading 
staples  hedge  nearly  all  thdr  purchases,  and  that  mai^ 
manufacturers,  likewise,  do  so  extensively.     Over  90  per 
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cent  of  Uie  grain  held  in  the  leading  Western  centers,  w« 
are  informed,  is  thus  protected  on  the  exchanges  of  Chi- 
cago, Kansas  City,  Minneapolis  and  St.  Lonis.  Nearly  all 
of  the  cotton  shipped  to  Liverpool  is  hedged  there  and  in 
New  YoA  or  New  Orleans.  Nothing  is  so  commcoi  as  the 
statement  that  the  entire  wheat  crop  of  the  country  is  sold 
several  times  over  on  the  Chicago  Board  of  Trade  in  the 
coarse  of  a  year,  and  that  most  of  the  transactions  most 
therefore  be  fictitious  since  they  do  not  involve  the  actual 
delivery  of  the  grain.  Bat  this  large  volume  of  trans- 
actions need  cause  no  surprise  when  we  reflect  that  the 
same  grain  in  passing  successively  to  the  commission  man, 
the  elevator  owner,  the  exporter,  and  finally  the  miller,  is 
sold  against  by  each  one  of  these  interests.  Many  illustra- 
tions may  be  cited  where  the  same  grain,  in  passing  from 
the  fanner  to  the  consumer,  is  hedged  half  a  dozen  times, 
each  hedging  transaction  involving  two  deals  on  the  ex- 
change, first  a  short  sale,  and  later  a  covering  purchase. 

Let  critics  also  bear  in  mind  that  British  banks  as  a 
mle  refuse  to  lend  money  on  grain  or  cotton  that  is  not 
hedged,  and  that  in  many  instances  American  banks  are 
calling  attention  in  their  advertisements  to  the  attractive- 
ness of  hedged  collateral.  Even  the  farmers,  who,  as  a 
class,  are  usually  loudest  in  their  complainte  against  opera- 
tions on  exchanges,  arc  among  the  greatest  gainers  from 
the  practice  of  hedging.  Were  it  not  possible  for  large 
elevator  companies  and  exporters  to  hedge  their  holdings, 
the  farmer  would  be  unable  to  dump  his  large  crops,  as  at 
present,  on  the  market  within  the  three  months  of  the  crop- 
moving  season  and  receive  cash  therefor.  No  class  of  mid- 
dlemen could  be  induced,  at  present  small  trade  profits,  to 
take  a  year's  harvest  within  so  short  a  time  and  hold  it  for 
gradual  distribntion  during  the  balance  of  the  year;  and  if 
any  cared  to  be  such  reckless  gamblers  it  is  doubtful  that 
bankers  would  care  to  finance  their  operations.    Without 
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the  hedging  privilc^  elevator  owners  and  grain,  dealers 
would  be  obliged  to  discount  the  enormoos  risk  assomed  in 
buying  large  qoantltjes  of  grun,  and,  to  be  on  the  safe  Bide 
would  have  to  make  allowance  for  the  worst  contingency 
anticipated  1^  offering  the  fanner  a  much  smaller  price 
than  ia  now  given.  It  is  generally  maintained  by  the  lead- 
ing interests  in  the  market  that  without  the  hedging  priv- 
ilege farmers  wonld  receive  an  average  price  at  least  10 
per  cent  under  that  prevailing  to-day.  Pnn  A  am  flntj^lly, 
therefore,  hed^ng  is  insurance  agunst  a  real  hazard  in 
bonneffl.  Leading  produce  exchanges,  such  as  the  Chicago 
Board  of  Trade  and  the  New  York  Cotton  Exchange,  render 
in  this  respect  a  function  aa  Intimate  and  useful  as  our 
life,  tin-,  and  marine-insorance  companiee;  in  fact,  they 
should  be  regarded  as  among  the  greatest  insurance  institn- 
titHiB  in  existence.  Here,  by  means  of  short-selling,  a  type 
of  risk  is  assumed  by  speculators  so  dangerous  that  no  pri- 
vate insurance  company  has  ever  ventured  to  underwrite 
the  same. 


REGULATION  OF  BROKERAGE  TRANSACTIONS  AND 
THE  CONDUCT  OF  BROKERS 

ImporUnoe  of  Saoh  Begnlationi.— Great  importance  at- 
taches to  the  safe^osrds  that  organized  stock  exchanges 
give  stock-  and  bond-holders  by  regolatit^  brokerage  trans- 
actions and  by  maintaining  a  standard  of  commercial  honor 
among  brtAers,  mnch  higher  than  would  otherwise  exist. 
It  is  not  at  all  snrprising  that  in  the  free  baying  and  sell- 
ing of  soch  a  vast  amount  of  mobile  and  easily  transferable 
corporate  secorities,  many  qnestionable  practices  should 
have  arisen.  In  this  connection  the  constitntion  of  nearly 
every  stock  exchange,  as  already  pointed  out,  defines  the 
purpose  of  the  exchange  as  follows :  "Its  object  shall  be 
to  furnish  exchange  rooms  and  other  facilities  for  the  con- 
venient transaction  of  their  business  by  its  members,  as 
bnJcers;  to  maintain  high  standards  of  commercial  honor 
and  integrity  among  its  members;  and  to  promote  and  in- 
culcate just  an  equitable  principles  of  trade  and  business." 

No  person  can  be  elected  to  membership  until  he  has 
signed  the  constitution  of  the  exchange,  and  by  such  signa- 
ture he  obligates  himself  to  abide  by  it,  and  by  all  subse- 
quent amendments  thereto.  The  value  of  such  an  oi^anized 
market  becomes  apparent  when  we  take  account  of  the  gi- 
gantic frauds  that  have  been  perpetrated  upon  investors 
daring  the  past  few  years  through  advertising  campaigns  of 
persons  onafflliated  with  any  recognized  exchange,  or  by 
eertain  members  of  unorganized  curb  markets.  While  by 
no  means  perfect,  the  value  of  stock-exchange  regtilations, 
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and  most  tacebaagta  have  wTnilflr  r^nlationa,  to  the 
inTesting  public  are  so  evident  tliat  more  tlum  a  brief  men- 
tion of  than  is  nnneceesary.  Only  the  most  important  re- 
gnlaticms  will  be  noted,  therefore,  and  these  may  be  classi- 
fied, nang  the  New  York  Stock  Exchange  for  lUaBtratiTe 
porpoees,*  under  those  relating  to  reqairemeuts  for  admis- 
noD  to  membership,  those  aiming  to  prevent  fraud  and 
manipulation,  and  those  governing  the  conduct  of  fansineHS. 

Admittion  Reguw-ementt. — The  greatest  care  is  exercised 
by  the  important  exchanges  in  admitting  new  members.  To 
be  admitted  an  applicant  must  exhibit  bis  property  hold- 
ings and  show  an  adequate  financial  equipment.  In  this 
respect  any  misstatement  upon  a  material  point  in  the  ap- 
plication, either  for  membership,  or  rdnstatement,  or  an 
extension  of  time,  may  at  any  time  subject  the  gnil^  party 
to  expulsion.  No  application  for  the  readmission  of  a  per- 
son who  has  lost  his  membership  on  the  exchange  through 
the  violatitm  of  its  roles,  or  for  the  reinstatement  of  a 
member  who  has  been  suspended  because  of  insolvency  or 
failure  to  meet  his  engagements,  can  be  considered  unless 
the  applicant  has  secnred  the  consent  of  two-thirds  of  the 
members  of  the  Governing  Committee  of  the  exchange. 
When  a  member,  suspended  for  insolvency  or  failure  to 
meet  contracts,  applies  for  reinstatement,  he  must  furnish 
to  the  proper  committee  a  list  <^  all  creditors,  a  statement 
of  the  amounts  originally  owing,  and  the  nature  of  the  set- 
tiement  in  each  case  (p.  27).  Such  proof  of  settlement  with 
all  creditors  must  appear  satisfactory  before  the  applica- 
tion for  reinstatement  can  be  balloted  on  by  the  Committee 
on  Admiffiians,  and  be  referred  to  the  Gov^ning  Committee. 

All  important  exchanges  also  regulate  carefully  the 
branch  offices  of  members,  and  provide  that  no  member 
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may  fona  a  partnership  with  a  sospended  or  expelled 
member  of  the  exch&ngre,  or  with  any  insolveot  person,  or 
with  any  one,  formerly  a  member  of  the  exchange,  against 
whom  any  member  may  bold  a  claim  arising  out  of  tran- 
sactiona  that  have  nor  been  settled  in  accordance  with 
the  roles  of  the  exchange  (p.  75).  No  person  is  "eligible 
to  either  general  or  special  partnership  in  more  than  one 
registered  firm  at  the  same  time"  (p.  74),  and  "a  member 
of  the  exchange  who  is  a  general  partner  in  a  firm  repre- 
sented thereon  is  liable  to  the  same  discipline  and  penal- 
ties for  any  act  or  omission  of  said  firm,  as  if  the  same 
were  committed  by  him  personally"  (p.  75).  All  branch 
offices  of  members  must  be  in  charge  of  partners,  man* 
agers,  or  clerks  acceptable  to  the  exchange,  and  all  sach 
managers,  clerks,  and  other  employees  most,  as  regards 
the  solicitation  of  business,  be  paid  fixed  salaries  that  do 
not  vary  with  the  business.  Moreover,  whenever  it  "shall 
appear  to  the  Ooveming  Committee  that  a  member  has 
formed  a  partnership  or  established  a  branch  office,  or  is 
individually  or  through  any  member  of  bis  firm  inter- 
ested in  a  partnership  in  a  foreign  country,  whereby  the 
interest  or  good  repute  of  the  exchange  may  suffer,  the 
committee  may  require  the  dissolution  of  such  partner- 
ship, the  discontinuance  of  the  interest  in  said  foreign 
pairtnership,  or  of  such  branch  office,  as  the  case  may  be" 
(p.  76). 

RvUt  Against  Fraud  and  Manipulation — As  previously 
stated,  one  of  the  primary  purposes  of  an  exchange  is  "to 
maintain  high  standards  of  commercial  honor  and  integ- 
rity among  its  members,  and  to  promote  and  inculcate  jnst 
and  equitable  principles  of  trade  and  business."  To  ac- 
complish this  purpose  a  very  large  proportion  of  the  rules 
of  the  New  York  Stock  Exchange,  and  the  same  may  be 
said  of  other  exchanges,  are  directed  against  fraudulent 
and  anbtuiD«Bslike  practices  in  the  boyjug  and  selling  of 
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seenrftiea.  In  the  first  place  the  roles  require  the  comple- 
tion of  every  sale  and  purchase  on  the  exchange  by  actual 
delivery  of  the  secaritieB  and  payment  therefor,  and  pro- 
hibit flctitioas  transactiona,  "matched"  orders  and 
"wash"  sales  (p.  50).  Fictitious  transactions  have  been 
forbidden  on  practically  all  exchanges  for  many  years, 
and  the  New  York  Stock  ilxchange  in  Febraary,  1913,  in 
an  endeavor  to  clarify  the  ntnation,  adopted  a  resolntion 
to  the  efFeet  that  "no  stock-exchange  member,  or  member 
of  a  stock-exchange  firm  shall  ^ve,  or  with  knowledge 
execnte,  orders  for  the  purchase  or  ssle  of  securities  which 
woold  involve  no  change  of  ownership"  under  penalty  of 
Bospenmon  not  to  exceed  one  year. 

To  prevent  manipulation  and  to  protect  the  small  in- 
vestor, brokers  offering  to  buy  or  sell  more  than  100 
shares  of  stock ,  are  compeUed  to  accept  any  smaller  offer- 
ing of  100  shares,  or  multiple  thereof,  and  where  an  offer 
of  a  large  block  of  stock  is  accepted,  the  bnyer  or  seller 
must  take  care  of  the  smaUer  offerings  (p.  82).  Nor  may 
any  member  be  connected,  directly  or  indirectly,  by  any 
method  whatsoever,  with  any  "bucket  shop"  or  organiza- 
tion engaged  in  the  bnadness  of  merely  dealing  in  differ- 
ences of  qaotaticna  in  the  actual  market,  without  a  bona 
fide  purchase  or  sale  of  the  security  or  commodity  in- 
volved (p.  87).  Practically  all  organized  exchanges  have 
adopted  a  definite  rule  to  this  effect. 

It  is  important  at  this  point  to  distingoish  between  the 
real  and  the  unreal  in  brokerage  transactions,  that  is, 
between  the  hona  fide  broker's  office,  from  whjch  orders 
arc  sent  to  the  great  exchanges  of  the  country  to  be  exe- 
cuted according  to  the  usages  and  customs  of  the  market, 
and  the  fictitiotu  broker's  office  where  only  bets  on  price 
fluctuations  of  stocks  or  produce  are  made  between  the 
eustomer  and  the  proprietor  of  the  so-called  bucket'  shop. 
While  many  states  have  enacted  laws  prohibiting  the 
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operation  of  bncket  sfaopa,  yet  the  dlBgoises  under  which 
bucketing  of  orders  is  practiced  have  been  so  varied  and 
clever  that  many  exist  even  in  localities  where  their  opera- 
tion has  been  declared  illegaL  Not  only  are  the  bets  very 
one-sided*  and  the  "customer's"  chances  of  losing  much 
greater  than  of  winning,  but  too  frequently  the  patron's 
disadvantage  is  farther  increased  by  dishonest  practices 
on  the  part  of  the  pretending  broker,  such  as  manipulating 
the  actual  market  to  bring  the  price  of  a  given  stock  to  the 
point  where  the  bets  may  be  closed  out,  or  dosing  the  shop 
through  voluntary  suspension  should,  perchance,  a  consider- 
able number  of  patrons  be  winning.  Moreover,  the  patron 
of  a  bucket  shop  is  unprotected,  because  as  soon  as  the  price 
of  the  given  security  reaches  a  point  where  the  small  mar^ 
becomes  exhausted  (one  single  transaction  in  the  actnal 

■For  a  full  diacuBuon  of  Um  nature  of  budnt  >hopB  and  their 
KMfatioD  see  the  Gnt  three  ehmpun  of  John  Hill's  Gold  Brieki  of 
^teutatiim:  A  Study  <4  Speculalum  and  II*  CovnterfeUt;  and  on 
Bxpoti  <ff  lAe  Melhodt  ^  Baetet  Shop*  and  Ott-RitMhiick  Sieindiet. 
Am  expUoMd  by  the  author  the  task  of  beatiiu;  the  bucket  ihop  ia 
im^OHible.  "  Take  for  inat«nae,"  he  explains,  ''  the  SIO  Mock  trade, 
which  ij  the  moet  jxipulnr  deal  among  tho  jntrona  of  buckrl  shupe; 
eoiik]  there  be  a  more  insane  bet  on  the  part  of  the  patron?  }Ie  slepn 
up  to  the  '  order '  window,  pays  in  SIO  and  '  buyn  '  aay,  ten  aharai 
of  AioericaJi  Sugar  at  SllO  a  share.  If  Amencsn  Sukbt  declincB 
three-quarters  ofa  point^-to  S109.25— the  patron  loms  his  $10,  the 
nmainmK  one-quarter  being  the  commission  charged  by  the  bucket 
diop.  American  Sugar  must  advanoe  to  SI  11. 25  in  order  that  the 
patron  mav  win  SIO  from  the  shop  t.Jter  paying  the  2S  conte  oom- 
tnission,  1  am  nut  an  expert  in  fisuring  the  percentage  in  gameH 
of  chance,  but  it  looks  to  mv  ait  if  the  foot  palruii  was  betting  even 
motley  with  the  keeper  tbst*  Ameriran  Sugar  would  advance  SI  25 
a  share  before  it  would  decUne  75  cents  a  iibare;  in  other  words,  the 
keeper  has  fiO  cents  a  share  the  advantage  of  the  patron  on  a  bet 
involving  a  fluctuation  in  the  stock  mai^et  of  75  cent«  on  one  side  and 
tl.2S  on  the  other,  or  a  total  of  COO,  so  that  the  '  sucker  '  starts  out 
by  giving  an  advantage  of  25  per  coit  to  the  keeper.  Or,  it  mig^t 
be  more  oonwrt  tc  figure  it  In  this  way;  Tlte  stock  must  advance  SI  .26 
a  share  to  permit  the  patron  to  make  as  much  as  be  would  lose  on  a 
deoUne  of  75  ooits  a  share,  the  advanoe  being  Ifl6|  per  oent  of  the 
daeline.  It  is  a  queation  in  my  mind  on  a  deal  of  this  kind  (and 
then  are  probably  more  of  theae  dnallngs  than  of  any  other  ic  bucket 
a^jps)  if  UM  keeper  has  not  r«a1ly  a  M|  per  wnt  advantage ." 
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t  m^  bring  the  price  to  this  point)  all  tranaaetiona  in 
backet  tihops  are  declared  dosed.  It  should  also  be  noted 
that  the  bucket-shop  proprietor  renders  no  serrice  what- 
ever. He  has  made  no  actual  purchase  or  sale  and  therefore 
has  earned  no  commlBsian  or  interest  on  money  supposed 
to  have  been  advanced  to  the  patron.  The  pretended  pur- 
chases or  sales  (bets)  have  no  effect  whatever  on  the  prices 
of  securities  or  produce  in  the  actual  market,  because  thejr 
do  not  represent  a  supply  of,  or  demand  tor,  the  actual 
stock  or  commodity. 

In  their  relations  with  cnstmners,  brewers  are  prohibited 
by  numerous  roles  from  resorting  to  fraudulent  practices 
that  custmners  naturally  find  it  difficult  to  detect.  Thus  a 
broker  is  forbidden  by  the  rules  of  the  New  York  Stock 
Ezchaoge  "to  buy  or  sell  directly  or  indirectly  for  his  own 
account,  for  account  of  a  partner,  or  for  any  account  in 
which  he  has  an  interest,  the  securities,  the  order  for  a  pur- 
ehase  or  sale  of  which  has  beoi  accepted  by  him  for  exe- 
cution," except  ffiien  by  reason  of  his  ne^ect  to  execute 
an  order  ho  is  compelled  to  take  or  to  supply  on  his  own 
account  the  securities  named  in  the  order,  in  which  case  he 
is  declared  not  to  be  a  broker  and  not  to  be  entitled  to  a 
commission  (p.  86).  Where  brokers  have  orders  to  buy  and 
orders  to  sell  the  same  security,  they  most  first  offer  such 
security  at  one-ei^th  per  cent  hi^er  than  their  bid  before 
making  transactions  with  themselves  (p.  51).  An  improper 
use  of  a  customer's  securities  by  a  member  or  his  firm  is  also 
declared  "an  act  not  in  accordance  with  just  and  equitable 
principles  of  trade,"  and  is  subject  to  a  penalty  of  suspen* 
sion  or  expulsion  (p.  101).  Practically  all  exchanges  also 
provide  that  every  mranber  must  keep  complete  accounts, 
subject  at  all  times  to  giaminatJCTi  by  the  Qoveming  Com- 
mittee or  any  standing  or  special  c<»nmittee  of  the  ex- 
change, designated  for  the  purpose,  and,  under  penalty  of 
suspension,  no  member  may  refuse  or  neglect  to  submit  such 
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oocoimts  or  willfolly  destn^  the  same  (p.  32).  Uany  ex- 
changes also  stipulate  in  their  rules  that  any  briber  em- 
ployed for  the  purchase  or  sale  of  securities  must  keep  a 
record  of  every  transaction  showing  the  date,  number  of 
shares,  name  of  the  secnrity,  price,  and  the  briber  from 
whom  boQ^t  or  to  whom  sold,  and  on  the  day  of  executing 
the  order  must  furnish  the  customer  with  the  name  of  the 
broker  from  whom  the  security  was  bought,  or  to  whom 
sold.  Non-compliance  with  this  rule  makes  the  broker 
guilty  of  fraud  or  false  pretense  or  of  "acta  detrimental  to 
the  best  intereets  of  the  exchange."  Every  member  of  the 
exchange  is  also  required  to  use  due  diligence  to  learn  the 
eoential  facts  relating  to  every  account  accepted  by  him- 
self or  by  his  representatives. 

As  a  further  precaution  against  fraudulent  or  unbusi- 
nesslike practices  most  exchanges  have  adopted  certain  gen- 
eral rules  that  are  far-reaching  in  their  effects  since  they 
may  be  extended  to  cover  every  practice  that  may  be  regard- 
ed  as  contrary  to  just  and  equitable  dealing.  Thus  Article 
XVn,  Section  2,  of  the  New  York  Stock  Exchange's  Consti- 
tution, provides  that  "a  member  adjudged guilty  of 

fraud  or  of  fraudulent  acta  shall  be  expelled."  Section  6  of 
the  same  Article  provides  that  "a  member  who  shall  be 

adjudged guilty of  any  conduct  or  proceeding  in- 

consiBtent  with  just  and  equitable  principles  of  trade  may 
be  suspended  or  expelled";  while  Section  8  stipulates  that 
"any  member  who  may  be  adjudged  guilty  of  any  act  which 
may  be  determined  by  the  Governing  Committee  of  the  ex- 
change to  be  detrimental  to  the  interest  or  welfare  of  the 
exchange"  may  be  suspended  for  a  period  not  exceeding 
floe  year.  As  a  still  further  precaution  the  Exchange  estab- 
lished a  Committee  on  Business  Conduct  This  committee 
k  charged  with  the  duty  of  "considering  matters  relating 
to  the  boainess  conduct  of  members  with  respect  to  custom- 
en'  accounts"  and  of  keeping  "in  touch  with  the  coniM 
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of  prices  of  seenritjes  listed  on  the  Exchange,  with  a  view 
to  detemuning  ^en  improper  trsnsactions  are  being  re- 
sorted to"  (p.  15).  The  Committee  is  empowered  to  ex-- 
amine  into  the  dealings  of  any  member,  with  respect  to  the 
above  sabjects,  and  is  instmctod  to  report  its  findings  to  tlie 
Qoremiag  Committee. 

Frcon  time  to  time,  as  events  jnstify  the  same,  various 
sets,  practices,  or  omissionB  are  declared  to  come  within  the 
scope  of  one  or  the  other  of  the  three  afor^nentioned  gen- 
eral roles.  Thus,  the  following  acts  of  members,  not  yet 
entimerated,  have  been  declared  as  eonatitating  "acta  detri- 
moital  to  the  interest  and  welf  ^  of  the  exchange' ' :  failore 
to  sobmit  to  any  standing  or  special  committee  soch  portion 
of  their  bo(^  or  papers  as  are  material  to  any  matter  under 
investigation ;  willful  destractim  of  any  required  evidence, 
or  refnsal  to  appear  or  testify  as  a  witness ;  the  publication 
of  any  advertisemoit  of  other  than  a  strictly  legitimate 
business  character;  the  taking  or  carrying  of  any  specnla- 
tive  account  in  which  a  clerk  of  a  bank,  tmst  company,  ia- 
snrence  company,  or  broker  is  directly  or  indirectly  inter- 
ested, without  the  written  consent  of  the  employer ;  and  the 
acceptance  or  carrying  of  an  accotmt  for  a  costomer,  dther 
a  member  or  non-member,  without  proper  and  adequate  de- 
posit of  margin.  In  the  same  way  reckless  or  unbusiness- 
like dealing  is  declared  to  be  contrary  to  "just  and  equi- 
table principles  of  trade."  The  significance  of  the  afore- 
mentioned three  rules  as  a  means  of  maintaining  a  hif^ 
standard  of  honor  in  a  business  that,  almost  more  than  any 
other  because  of  the  conditions  under  which  transactiona 
must  necessarily  be  conducted,  can  eamly  lend  itself  to 
sharp  practices  on  the  part  of  unscrupulous  brewers,  has 
been  well  stated  in  the  following  words  :* 

•  Joha  O.  MObum's  Briaf  on  BduU  of  tbe  New  York  BUMk 
Exohange,"  p.  724  <A  Bttiiam  before  tbe  Senate  Conunittee  on 
BankiDg  and  Cumncjr  on  8. 3896,  63rd  Congnn,  Second  flwion,  1914. 
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"The  roles  making  kcts  contrai?  to  just  and  equitable 
pi^nciplee  of  trade  a  gronnd  for  expulsion  enable  the  ex- 
change to  hold  its  members  to  a  standard  of  business  integ- 
rity far  higher  than  the  law  does  or  could  require.  A  mem* 
ber  may  be  expelled  for  doing  that  which,  according  to  the 
standard  of  the  moat  honorable  of  his  own  business  asso- 
ciatee,  is  deemed  contrary  to  fair  dealing,  irreapective  of  the 
qaeetion  whether  or  not  it  amounts  at  law  to  fraud  or 
positive  wrongdoing.  He  may  be  punished  for  reckless  and 
onbosinesslike  conduct,  and  even  for  errors  of  judgment. 
In  all  his  transactions  he  has  to  conform  to  a  standard  which 
the  law  does  not  undertake  to  prescribe.  Whatever  he  does 
has  to  be  in  accordance  with  "just  and  equitable  principles 
of  trade"  —  a  standard  unknown  to  any  system  of  law. 
Whether  any  particular  act  of  his  violates  those  principles 
is  determined,  not  by  any  outaide  body  of  laymen  like  a 
jury  and  the  application  of  technical  rules  of  evidence,  but 
by  a  select  body  of  members  of  the  exchange  chosen  to  up- 
hold just  and  fair  dealing,  who  ascertain  the  facts  with 
businesslike  directness,  and  who  are  empowered  to  expel, 
which  is  the  ruin  of  a  man's  career  as  a  broker,  or  to  sus- 
pend, which  is  a  deep  humiliation.  These  rules  are  an 
illustration  of  the  disciplinary  efficiency  of  the  exchange." 

BuU$  Ooveming  the  Conduct  of  Business. — These  roles 
relate  to  a  large  variety  of  subjects  and,  among  other  mat- 
ters, define  and  regulate  the  practices  relating  to  the  kinds 
of  bids  and  offers  permitted,  maturity  of  contracts,  com- 
parison of  contracts  to  avoid  misunderstandings,  clearing 
and  settlement  of  transactions,  payment  for  and  delivery 
of  securities,  closing  of  contracts  in  case  of  insolvency  or 
failure  to  meet  bnainen  obligations,  deposits  aa  contracts, 
transfer  and  registry  of  securities,  and  commission  charges. 
All  of  these  regolations,  subject  as  they  are  to  the  strictest 
•tif(n<ecment,  again  serve  to  insure  the  regularity  of  par- 
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ehsMS  and  salea  and  tbiu  greatly  benefit  the  vast  number 
of  inTeBtoTB  and  dealers  dependent  upon  brokers  when  pnr- 
uTiygiTip  or  selling  securities. 

All  exchanges  also  provide  for  the  arbitration  of  dispntes 
that  m^  arise  between  members,  and  if  the  non-member  ia 
iriDing,  between  members  and  their  customers  (p.  14).  A 
non-member  agreeing  to  arbitrate,  must  execute  an  agree- 
ment, however,  to  abide  by  the  roles  of  the  exchange,  and 
alao  a  fall  release  of  his  claim.  All  complaints  of  non- 
membera  i^Tmrgjwg  members  of  theexchai^e  with  wrong- 
doing are  promptly  dealt  with  by  the  appropriate  commit* 
tee.  Other  articles  of  the  New  YoA  Stock  Exchange's 
Ctmstitntion  provide  for  the  prompt  settlement  of  disagree- 
ments over  the  terms  of  contracts,  the  settlement  of  con> 
tracts,  and  practically  every  other  dispute  that  mi^t  arise 
to  interfere  with  the  expeditious  handling  of  business.  In- 
solvency, or  failure  to  comply  with  contracts,  also  leads  to 
automatic  suapemdon  of  the  insolvent  member  (p.  26). 

Despite  the  severe  criticism  that  has  been  directed  in  re- 
cent years  against  certain  practices  of  American  ezchai^es, 
there  can  be  no  doubt  that  the  numerous  aforementioned 
refifolationa  goreming  brokerage  transactions  and  the  con- 
duet  of  brokers,  when  considered  collectively,  are  of  incal- 
culable value  as  a  means  of  saf^oarding  the  thousands  of 
investors  who,  in  buying  securities,  must  engage  the  services 
of  brokers  who,  if  unregulated  in  thnr  conduct  and  if  free 
to  do  as  tliey  please,  could  easily  misrepresent  transactions 
to  their  clients.  Perfection  is  not  claimed  for  these  r^n- 
lations,  but  it  is  clear  that  without  an  organized  market 
for  corporate  securities  the  average  investor  would  stand 
in  a  most  defenseless  position  and  would  be  reposed  to 
many  times  the  fraud  and  misrepresentation  that  may  now 
exist.  While  there  is  still  room  for  improvement,  each  year, 
fortunately,  sees  the  adoption  of  new  and  more  stringent 
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rales  by  the  sereral  exchaDgee  &nd  the  atrjcter  enforce- 
ment of  those  already  in  existence. 

The  reaamable  efficacy  of  existing  rules  for  securing 
regularity  and  honesty  in  purchases  and  sales  is  apparent 
when  judged  from  the  standpoint  of  an  exchange  as  large 
as  the  New  York  Stock  Exchange.  Despite  the  thousands  of 
transactions  daily,  involving  millions  of  dollars  and  effect«d 
in  nearly  all  instances  by  a  mere  word  or  gesture,  disputes 
rarely  occur  between  contracting  parties  that  are  not 
promptly  settled  without  resorting  to  litigation.  As  stated 
in  the  brief  on  behalf  of  the  New  York  Stock  Exchange,* 
"the  fidelity  of  the  members  of  the  exchange  to  their 
customers  is  attested  by  the  fact  that,  notwithstanding 
the  onnsnal  risks  and  temptations  of  the  boainess,  only 
78  failures  occurred  in  the  last  13  years,  or  6  a  year. 
Thus,  the  annual  ratio  of  members  who  failed  darii^ 
that  period  to  the  total  membership  was  slightly  mure 
than  one-half  of  one  per  cent;  and  half  of  those  who 
failed .  settled  with  their  creditors.  It  seems  scarcely 
probable  that  any  rules  could  be  devised  to  produce 
a  better  showing."  It  may  safely  be  asserted  that  there  is 
probably  no  group  of  business  men  among  whom  good 
faith  in  the  fulfillment  of  business  obligations  and  the 
stnct  observance  of  usages  and  customs  are  so  proverbial, 
and  the  repudiation  of  contracts  so  practically  unknown,  as 
among  the  membership  of  a  large  exchange. 

RmasNCES 

Constitution  at  the  New  York  Stock  Exchange,  revised  to 
Frtmiaiy,  1920. 

Healings  before  the  Senate  Committee  on  Banking  and  Cur- 
nocy  00  S.  3895,  63d  Congress,  Second  Sesnon,  1914. 

*  Hearinsi  on  S.  3805,  esd  ConsreH,  Seoond  Scnkm,  p.  724. 


CHAFTEB  VI 

OPTIONS  AND  THEIR  FUNCTIONS 

'A  toll  RtatameDt  oi  the  functions  of  organized  ezehange 
maifcets  requiree  an  explanation  of  the  Aatore  and  uses  of 
"optiona,"  or  "privileges,"  aa  they  are  also  called.  The 
several  ^rpea  of  contracta  coining  under  this  class  not  only 
afford  a  my  of  operating  in  stocks  and  produce  without 
actually  buying  or  selling  the  same,  but  constitute,  and 
thia  is  thmr  true  economic  fonction,  a  means  of  insurance 
to  those  who  may  have  undertaken  commitments  on  either 
the  "long"  or  the  "short"  side  of  the  maiket.  The  legi- 
timate uses  of  privileges,  however,  are  very  generally 
ignored,  and  too  frequently  such  contracts  serve  little  more 
than  a  convenient  means  of  betting  on  the  trend  of  the  mar- 
ket.  Owing  to  the  abuses  to  which  privileges  lend  them- 
sdves,  varioDS  exchanges,  including  the  New  York  Stock 
Exchange,*  forbid  the  making  of  offers  to  buy  or  sell  priv- 
ileges on  their  floors,  while  several  States  have  also  seen  fit 
to  enact  so-called  "anti-option"  laws.  Moreover,  the  use 
of  privileges  is  not  nearly  so  popular  now  as  fonnerly.  But 
such  prohibitions,  and  the  declining  use,  should  not  cause  us 
to  overlook  the  economic  and  entirely  moral  use  of  priv- 
ileges. Although  not  recognized  by  the  New  Tot^  Stock 
Exchange,  unlike  the  exchanges  of  London  and  Paris,  stock- 
exchange  firms  may  deal  in  privileges,  and  in  fact,  some 

'Article  m,  B«etion  9,  Conatitaticni  of  the  Now  YoA  Stock 
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firms  have  issned  special  circulars  describing  tlieir  nature 
and  fonctions. 

Briefly  defined,  privileges  are  contracts  that  pve  the  par- 
chaser  the  option  to  compel  the  seller  to  deliver  to,  or  to 
rec^ve  from  him,  as  the  case  may  be,  a  specified  amoont  of 
secnrities  or  prodnce  within  s  specified  time  as  per  the 
terms  of  the  agreement.  This  type  of  option  ahonld  not 
be  confused  with  "buyer's  and  seller's  options,"  as  used  on 
the  stock  exchange  and  which  will  be  described  later,*  or 
with  "futures"  as  used  on  organized  prodnce  exchanges 
with  reference  to  the  delivery  of  specified  amounts  of  pro- 
dnce within  some  future  designated  month.  They  differ 
essentially  from  these  types  of  contracts  in  that  the  terms 
of  "buyer's  and  seller's  options"  and  "futures"  concern- 
ing delivery  must  be  complied  with  at  some  time,  whereas 
a  privilege,  as  far  as  the  purchaser  of  the  same  is  con- 
cerned, can  be  exercised  or  not  at  his  discretion.  In  other 
words,  ander  certain  circumstances  the  purchaser  of  a 
privil^e  will  want  the  seller  of  the  privilege  to  comply  with 
its  terms,  while  at  other  times  he  may  find  it  advantageous 
to  allow  the  agreement  to  expire  without  demanding  fulfill- 

Typei  of  Options  Explained. — ^Privileges  as  used  in  the 
United  States  are  of  three  main  kinds,  namely:  "calls," 
"pots,"  and  "straddles,"  the  latter  being  often  referred  to 
as  "spreads"  or  "double  options."  Other  special  forms 
exist,*  but  their  use  is  confined  almost  entirely  to  European 
markets.  Note  should  also  he  made  of  the  fact  that  both 
"London"  and  "American"  options  are  sold  in  this  coun- 
try, and  that  these  two  types  present  sufficient  differences  to 
warrant    a    separate    classification.      Referring    first    to 

•CaupterXI. 

'  Hwm  tn  usiuUy  kdwtatioiifl  of  tbe  three  types  of  oontnots 
DHntimwd  in  the  test.  Tbe  apecuJ  fonni  moat  oommonly  met  with 
an  tbe  "  Call  o'  More  ' '  and  tbe  "  Put  o'  More." 
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"American"  priTileges,  or  those  originatjug  in  this  oaaatry, 
the  natnre  of  "calls,"  "puts,"  and  "straddles"  m^  be 
britf  7  described  as  follows : 

1.  A  "caR"  mo?  be  defined  as  an  option  that,  in  con- 
mderation  of  the  premiom  paid,  giTes  the  porchaser  the 
ri^t  to  compel  the  seller  to  delirer  to  him  a  given  nnmber 
of  shares  of  stock  within  a  given  time  at  a  stipulated  -price, 
i^ch  is  placed  somewhat  higher  than  the  prevailing  market 
price  of  the  stock  at  the  time  the  "call"  is  pnrchased.  The 
following  is  a  copy  of  the  contract  as  used  in  New  YaA : 

New  York,  Sept.  6. 1916. 

FOB  VALUE  BECEIVED,  the  bearer  may  call  on  one 
d^'s  notice,  except  last  day  when  notice  is  not  required,  — 
100  Sharffi  of  the  Capital  Stock  of  the  ANACONDA  COP- 
PER MINING  CO.  at  —  90  —  any  time  in  30  days  from 
date. 

All  dividends  for  i^eh  Transfer  Books  close  during  s^d 
time,  go  with  the  Stock.    Expires  at  2.30  P.  M.  Oct.  6, 1916. 

[Signed] 

A  "call"  is  nsed  either  when  the  purchaser  expects  a 
rise  in  the  stock  under  consideration  or  to  protect  a  short 
sale  against  a  risisg  market.  To  illustrate :  If  a  call  is  pur- 
chased on  a  stock  where  the  call  figure  is  90,  and  the  stock 
ghould  advance  to  100,  a  profit  of  10  points,  minus  the 
premium  paid  for  the  privilege,  would  result  if  the  call 
was  closed  at  90.  Should  the  stock  decline,  however,  instead 
of  advance  daring  the  period  specified  in  the  option,  the 
holder's  risk  will  be  limited  to  the  cost  of  the  call,  namely, 
the  premium.  On  the  other  hand,  should  the  stock  have 
been  8(dd  short  the  short^seller  would  be  assured  of  the 
stock  for  delivery  purposes  at  90  should  the  price  go  hi^er. 
In  case  of  a  decline  in  price,  however,  the  call  would  enable 
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ihe  short-aeller  to  allow  his  profits  to  mn  and  limit  bis  Ion 
to  the  premimn  paid. 

2.  The  "pat"*  is  the  reveree  of  the  "call,"  and  gives 
the  porchaaer,  in  consideration  of  the  premimn  paid,  the 
ri^t  to  make  the  seller  take  from  him  a  given  number  of 
shares  of  stock  within  a  givm  time  at  a  stipulated  price, 
which  is  placed  somewhat  below  the  prevailing  market 
price  of  the  stock  at  the  time  the  "pat"  is  purchased. 
"Pata"  are  porcliased  either  for  the  purpose  of  making 
profits  when  a  decline  in  the  stock  is  expected  or  of  pro- 
tecting prodts  against  a  possible  decline.  To  iUnatrate :  If 
the  "put"  price  is  90  and  the  stock  declines  to  80,  a  profit 
of  10  points,  minos  the  premiom  paid  for  the  privilege, 
would  result  if  the  "put"  was  closed  at  90.  Should  the 
stodk  rise  instead  of  decline  daring  the  period  of  the  "pat," 
Uie  holder's  risk  is  again  limited  to  the  amount  paid  for  the 
"pat."  It  may  be  added  here  that  a  "put"  or  "call," 
under  the  American  STstem,  can  be  doeed  whenever  there  is 
a  profit  and  the  purchaser  thereof  is  inclined  to  take  the 
same,  that  is,  a  privilege  does  not  require  waiting  until  the 
last  day  of  the  contract  period  to  exercise  the  same. 

3.  A  "airaddle"  is  a  combination  of  the  "call"  and 
"put,"  and  entitles  the  purchaser,  in  view  of  the  premium 
paid,  to  either  demand  delivery  from,  or  to  deliver  to,  the 
a^er  of  the ' '  straddle ' '  a  certain  nomber  of  shares  of  stock 
within  a  given  time  at  a  stipulated  price.  The  delivery 
tnices  in  ^e  "call"  and  "pnt"  are  agun  placed  respeet- 

*FoIlowm|  is  a  oopy  of  the  "put"  ooDtnot  as  used  in  Nsw  Yoik: 

New  Yaik,  Stpt.  0,  1916 
FOR  VALUE  RECEIVED,  the  txamr  may  deJiver  on  one  iaj'M 
Botiee,  «xe«pt  Uat  day  when  notiee  ia  lut  required,— 100— ahana 
of  tfaa  tmpiUi  Block  of  the  ANACONDA  COPPER  MINING  GO. 
at  — flO —  any  time  in  30  dan  from  date. 

All  drridHidB  for  wbiob  Tranrfer  Booka  doae  duiiiu  nid  time,  b> 
with  tlie  stock.    Eipina  at  3  80  PM.,  Oct.  6,  1916 

(Signed)     
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hrdy  Ufl^  and  lower  tlun  th«  prerailiDg  market  prieM 
of  the  stock  at  the  time  the  "straddle"  is  pOTchased,  bat  the 
amcnmt  above  or  below  need  not  be  the  sam&  The  cost  of 
the  "straddle"  is  necessarily  more  than  that  of  the  "pnt" 
or  "call"  alone  since  the  holder  is  given  the  privilege  of 
utilizing  either  a  rise  or  a  decline  in  the  stock  during  the 
time  for  idiich  the  "straddle"  Is  iasned.  Here  it  should  be 
noted  that  either  the  "put"  or  "call"  feature  may  be  exer- 
dsed  before  the  expiration  of  the  period.  Moreover,  the 
clonng  of  the  "put"  does  not  affect  or  cancel  the  "call" 
feature  of  the  "straddle."  Thus,  if  in  a  60-day  "straddle" 
the  "put"  should  be  closed  30  days  foUowii^  the  purchase 
of  the  option,  the  purchaser  would  have  another  30  days 
left  to  exercise  the  "calL"  "Straddles"  are  usually  pur- 
chased when  the  buyer  feels  that  the  market  is  apt  to  show 
ccmnderable  flnctoation  during  the  time  stipulated  in  the 
option.  Purchasers  of  this  type  of  option  also  usually  go 
on  the  theory  that  if  one  feature,  say,  the  "pnt,"  cannot  be 
advantageously  exercised,  the  "coll"  is  apt  to  prove  bene- 
ficial, or  vice  vena.  The  London  "straddle,"  as  will  be 
ponnted  ont  later,  also  serves  as  a  means  of  insurance  for 
a  Q>ecified  period  for  speculators  who  make  numerous  tran- 
sactions both  for  the  "long"  and  "short"  account. 

American  and  London  Options  Oontoasted. — In  view  of 
the  importance  of  London  privileges  in  the  American  mar- 
ket, a  brief  explanation  of  them  is  in  order.  Snch  options 
are  sold  by  reputable  London  houses  that  in  most  in- 
stances confine  themselves  largely  to  the  option  busineas, 
and  that,  through  their  American  representatives,  periodi- 
cally publish  quotation  sheets  giving  the  current  prices,  or 
premiums,  for  "puts,"  "calls,"  and  "straddles"  on 
various  American  stocks  dealt  in  on  the  London  Exchange. 
The  quotations  are  usually  given  for  various  periods,  such ' 
as  at  the  end  of  one,  two,  three,  or  more  months.  Al- 
though sold  in  the  American  market,  London  privilegea 
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are  gorarned  hy  the  rules  of  the  London  Stock  Exchange 
and,  according^,  an  optical  good  ontil  the  end  of  a  certain 
month  IB  understood  to  mature  "on  the  day  before  the 
'raaking-np'  day  of  the  last  settlement  for  that  month, 
which  generally  comes  three  to  six  days  before  the  last 
day  of  the  month,  and  is  fixed  by  the  London  Exchange 
Committee  about  two  months  in  advance."  Should  the 
owner  of  the  option  intend  to  exercise  the  privilege, 
notice  must  be  ^ven  on  thia  day.  The  privilege  of  de- 
manding fulfillment  of  the  option,  however,  rests  entirely 
with  the  purchaser.  It  may  be  added  that  brokers  in  sell- 
ing London  optiona  charge  a  commission  of  one-eighth  per 
cent  or  tl2.50  per  100  shares,  plus  cable  expenses. 

liondon  privileges  are  executed  at  the  current  market 
price  of  the  stock  in  London  whereas  in  the  case  of  Ameri- 
can optiona  the  "call"  price  is  placed  somewhat  above 
the  market  price  of  the  stock  and  the  "put"  price  some- 
what below.  Moreover,  to  the  market  price  of  the  stock  at 
the  time  a  London  "call"  is  purchased  there  is  added 
interest  at  a  fair  rate  for  the  time  the  option  has  to  mn, 
and  this  price,  inclusive  of  such  interest,  is  therefore  the 
"call"  price.  On  "puts"  interest  is  allowed  to  the  pur- 
chaser at  a  fair  rate  for  the  period  covered  by  the  agree- 
ment.  Lastly,  London  privileges  must  be  exercised,  if  at 
all,  at  the  end  of  the  option  period ;  whereas  American 
privileges,  as  we  have  seen,  permit  the  holder  to  exercise 
the  same  at  any  time  during  the  option  period. 

Uses  of  Options. — As  already  indicated,  the  insurance 
function  ia  the  most  legitimate, feature  connected  with  the 
use  of  privileges.  In  this  respect,  "puts,"  "calls,"  and 
"straddles"  are  advaotageons  in  that  the  holder  thereof 
knows  the  exact  extent  of  his  liability,  irrespective  of  mar- 
ket fluctnations.  Should  the  price  of  the  stock  move  against 
the  option  holder,  his  loss  is  absolutely  limited  to  the 
amount  of  the  premium  pins  the  difference  between  the 
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enTrent  price  of  tbe  security  at  the  time  the  option  was  pur- 
diased  and  the  agreed  price  at  which  the  secority  can  be 
"pat"  or  "called."  On  the  other  hand,  if  the  market 
moves  favorably,  the  holder  of  the  option  has  offered  to  him 
the  possibility  of  a  profit  larger  than  the  amoont  paid  for 
the  privilege,  in  which  case  he  wiU  allow  his  option  to  lapse. 
In  other  words,  privileges  serve  the  same  gfeneral  purpose 
as  stop-losa  orders,  namely,  to  limit  losses  on  market  com- 
mitments while  at  the  same  time  leaving  open  the  possibility 
of  increased  pn^ts.  The  justification  of  a  speculative 
group  in  our  organized  markets  has  already  been  dis- 
cussed. If  this  contention  is  correct,  it  follows  that  those 
having  entered  upon  specolative  transactions  in  the  secur- 
ity market  should  be  free,  if  they  choose,  to  utilize  a 
type  of  contract  that  will  tend  to  lessen  the  hazard  in- 
volved, 

A  few  iUostraUons  will  serve  to  make  the  insurance 
function  of  privileges  clearer.  Let  us  assume  that  a  stock 
is  selling  at  90  and  that  the  bolder  of  lOO  shares,  although 
believing  that  the  stock  will  rise,  nevertheless  deares  tD 
protect  himself  against  a  possible  decline.  This  he  may 
accomplish  through  the  purchase  of  a  "put,"  which,  let  us 
assume,  is  purchased  by  the  payment  of  a  premium  of 
$200  and  grants  the  holder  the  right  during  a  period  of 
three  months  to  deliver  the  himdred  shares  to  tbe  seller  <^ 
the  option  at  a  price  two  points  below  the  market  price 
at  the  time  the  put  was  purchased,  or  at  88.  Should  the 
price  decline  to  80  the  holder  of  the  stock  in  the  absence 
of  the  put,  would  be  confronted  with  a  loss  of  10  points. 
Being  tbe  holder  of  a  "put,"  however,  he  has  the  right 
to  deliver  the  same  at  88,  and  his  loss  is  limited,  therefore, 
to  the  difference  of  two  points  ($200)  between  the  pur- 
chase price  of  90  and  the  "put"  price  of  88,  plus  the 
premium  of  $200. 

Again,  let  us  assume  that,  with  the  stock  selling  at  90, 
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a  hundred  aliares  are  sold  short,  and  that  the  short-seller, 
while  beliering  that  the  stock  will  decline,  nevertheless 
desires  to  protect  himself  against  s  substantial  rise.  This 
may  be  accomplished  through  the  purchase  of  a  "call" 
which,  let  US  say,  is  obtained  for  a  premium  of  $200  and 
grants  the  holder  the  privilege,  during  a  period  of  three 
months,  of  calling  the  stock  from  the  seller  of  the  option 
at  a  price  two  points  above  the  market,  or  at  92.  Now 
shonld  the  price  rise  to  100  the  short-seller  would  face,  had 
he  not  secured  the  protection  of  a  call,  a  loss  of  ten  points 
in  order  to  purchase  the  stock  for  delivery  on  his  short 
sale.  The  possession  of  the  ' '  call, ' '  however,  gives  him  the 
privilege  of  calling  the  stock  at  92,  thus  again  limiting  his 
loss  to  the  difference  of  two  points  ($200)  between  the 
sale  priee  of  90  and  the  call  price  of  92,  ptos  the  premium 
of  $200. 

Frequently,  and  in  a  manner  similar  to  the  foregoing 
illustrations,  "puts"  and  "calls"  are  used  by  those  who 
already  are  fortunate  enoogh  to  have  a  conmderable  pro- 
fit on  their  purchases  or  short  sales,  which  they  do  not  de- 
dre  to  take  because  of  a  further  expected  rise  or  decline, 
but  which  they  nevertheless  wish  to  protect  against  vio- 
lent price  fluctuations.  In  such  instances  privileges  serve 
the  purpose  o£  protecting  profits  rather  than  of  limiting 
losses.  Although  rarely  used  for  the  purpose,  I  have  had 
my  attention  called  to  a  few  instances  where  a  "put," 
issued  by  a  thoroughly  reliable  firm,  was  accepted  by  a 
financial  institution,  in  lien  of  further  margins,  in  order 
to  protect  a  customer's  loan  against  the  contingency  of  an 
indefinite  market  depression  of  the  collateral  deposited  as 
security. 

Reference  should  also  be  made  to  the  practice  of  "trad- 
ing against  options."  Often  the  holder  of  a  "put"  or 
"call"  may  wish  to  take  advantage  of  market  movements 
and  make  several  turns  during  the  life  of  his  option.  Thus, 
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in  ease  tbe  stock,  upon  which  a  call  has  been  pnrehased, 
should  advance  so  rapidly  as  to  warrant  a  belief  that  a  re- 
action in  price  will  follow,  the  holder  of  the  "call"  may 
Bell  the  stock  short  in  the  open  market  "against  his  op- 
tion. ' '  Then,  shoold  the  stock  decline  in  price  as  expect- 
ed, it  may  be  porchased  at  the  lower  figure,  and  still  leave 
the  speculator  in  possession  of  his  option.  Possibly  before 
the  expiration  of  the  call,  the  fluctuations  in  the  stock  may 
enable  the  making  of  one  or  more  additional  sales  and  re- 
purchases. If  at  any  time,  when  a  sale  has  been  efTected, 
the  stock  shoold  not  decline  as  expected,  but  instead 
eondnues  to  rise,  the  holder  of  the  "call"  has  his  option 
to  fall  back  upon  and  his  loss  will  be  limited  in  the  manner 
previously  indicated.  A  like  procedure  of  trading 
against  his  option,  it  is  apparent,  may  be  followed  by  the 
holder  of  a  "put."  Similarly,  a  "straddle"  may  be  used 
as  a  means  of  protecting  a  dealer  who  makes  numerous 
trades  in  a  given  stock  and  wishes  frequently  to  change 
his  position  in  the  market.  Here  the  process  of  selling  and 
reporchaong  may  be  continued  as  often  as  opportunity 
permits,  but  should  the  dealer  at  any  time  be  caught  by 
a  market  rise  following  a  sale,  be  may  fall  back  upon  tbe 
"call"  feature  of  his  "straddle,"  or  should  the  market 
decline  following  a  pnrchase,  he  will  be  protected  by  the 
"put"  featore.  Dealers,  as  we  have  seen,  serve  to  make 
a  market  more  continuous  in  character.  And  in  this  con- 
nection their  calling  may,  if  they  choose,  be  rendered  less 
haKardons,  since  "straddles,"  "puts,"  or  "calls"  may  be 
used  as  a  means  of  insorsnce  against  excesrave  loss.  Ii^m 
this  standpoint  privileges  may  be  described  as  term  insur- 
ance policies  that,  in  consideration  of  a  definite  cost, 
change  a  speculator's  position  from  one  of  great  uncer- 
tainty to  one  of  approximate  certainty. 

The  uses  of  privileges,  however,  are  by  no  means  con- 
fined to  the  insurance  functiou.    As  was  stated  at  the  be- 
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gimung  of  this  chapter  they  may  be  used,  for  example,  as 
a  method  of  operating  in  stocks  without  actually  buying 
or  selling  the  stocks.  Thus,  let  us  assume  that  a  consider- 
able advance  is  expected  in  a  given  stock  and  that  a  specu- 
lator does  not  care  to  hazard  a  large  sum  or  does  not 
desire  to  take  the  risk  of  purchasing  the  stock  hy  deposit- 
ing the  customary  margin  against  a  speculative  purchase 
and  assome  the  liability  of  further  margin  calls  in  case 
of  a  decline.  Instead  of  undertaking  a  margin  trans- 
action, this  speculator  may  follow  the  plan  of  procuring  a 
"call"  for  a  period  of,  say,  three  months  for  a  premium 
of  $200  and  with  the  "call"  price  two  points  above  the 
enrrent  quotation.  Now  whatever  the  course  of  the  mar- 
ket may  be,  the  option  holder's  liability  is  limited  to  the 
cost  of  the  "call."  Should  the  stock,  however,  advance 
snfflciently  above  the  "call"  price  to  make  it  seem  advis- 
able to  take  a  profit,  the  option  holder  may  sell  short  in 
the  open  market,  and  then  exercise  his  right  of  calling  the 
stock  for  purposes  of  delivery  against  his  sale.  If,  how- 
ever, the  market  should  decline  instead  of  rise,  the  option 
holder  may  allow  his  "call"  to  lapse,  and  his  loss  will  be 
limited  to  the  premium  paid. 

Privileges  have  also  at  times  been  used  by  manipulators 
with  a  view  to  influencing  the  opinion  of  the  speculative 
oonununity.  Offering  "puts"  freely  at  small  premiums  and 
at  prices  near  the  market  price  would  seem  to  indicate 
eonfidence  on  the  part  of  the  option  seller  in  a  future  rise 
in  the  price  of  the  stock  under  consideration ;  while  a  will- 
ingness to  sell  "calls"  on  liberal  terms  would  seem  to  in- 
dicate the  contrary.  By  their  apparent  readiness  or  un- 
willingness to  sell  privileges,  large  operators  have  at  times 
sought  to  mislead  the  street  as  to  their  true  market  por- 
tion. At  other  times  "puts"  or  "calls"  have  been  freely 
sold  by  leading  operators  because  they  were  anxious  to 
aceomulate  or  distribute  certain  lines  of  stocks  and  wen, 
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therefor^  entirely  willing  to  receive  premiums  on  prir- 
Uegea  and  have  the  stock  delivered  to  them  in  case  of 
"pots,"  or  ealled  from  them  in  case  of  "calls."  In  other 
instsneeB,  the  free  sale  of  "puts"  has  constitated  an  im- 
portant part  in  the  operation  of  a  comer."  Sometimes  also 
pririlegee  have  been  used  to  facilitate  advertising  and  sell- 
ing campaigns,  the  party  in  charge  of  the  campaign  heing 
other  offered  a  "call"  entitlii^  him  to  demand  stock 
from  time  to  time  at  a  stipulated  price  in  order  to  meet 
his  sales,  or  a  "put,"  in  case  he  possesses  the  entire  issae, 
entitling  him  to  deliver  back  any  unsold  portion. 

No  discnsrion  of  privileges  is  complete  that  does  not 
refer  to  the  common  practice  of  nmng  this  type  of  contract 
for  pnrefy  bettiAg  pnrposes.  This  onfortnnate  minus  to 
which  the  American  option,  since  it  may  be  exercised  at 
any  time  daring  the  option  period,  so  easily  lends  itself, 
has  been  the  csnse  of  much  adverse  criticism,  has  led  to  the 
adoption  of  anti-option  laws  and  stock-exchange  prohibi- 
tions, and  has  chiefly  been  responsible  for  the  general  fail* 
ore  to  appreciate  the  le^timate  functions.  The  practice 
referred  to  consists  of  thense  of  "puts"  or  "calls"  as  bets 
upon  price  flnctnations  without  any  intention  of  effecting 
an  actual  delivery  of  securities.  Not  wishing,  for  example, 
to  sell  a  stock  in  the  open  market  a  person  may,  as  we  have 
seen,  purchase  a  "put"  instead.  Now  should  the  price  of 
the  stock  fall  sufficiently  it  is  assumed  that  he  will  purchase 
the  requisite  number  of  shares  in  the  open  market  at  a 
price  below  the  delivery  price  as  stipulated  in  the  "put," 
and  upon  delivery  of  the  stock  to  the  seller  of  the  option 
will  net  the  difference  between  the  "put"  price  and  the 


oftta,  Bad  ChftDcUer,  in  order  to  unpreas  the  moricet  with  hia  ability 
mahitMii  the  inflated  price,  freely  offered  to  adl  "  puta '' 
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lower  mai^et  price  at  which  the  stock  was  bought,  Itm 
the  cost  of  the  option  and  the  commission  on  the  purchase. 
Similarly,  a  "call"  may  be  purchased  in  anticipation  of  a 
rise  in  price,  thus  enabling  the  holder  to  call  the  Bto<^  with 
a  view  to  selling  it  in  the  market  at  a  higher  price.  Very 
often,  however,  actual  purchases  or  sales  in  the  market  are 
not  effected  by  those  who  purchase  privil^es,  and  in  fact, 
the  parties  to  the  agreement  never  intended  that  there 
should  be  an  actual  delivery  of  stock.  Instead,  the  settle- 
ment consists  of  a  payment  of  the  difference  in  price,  thus 
making  the  option  a  pure  bet  on  price  fluctuations. 

AtUtnde  of  the  Oomts  Towards  Options. — The  frequent 
misuse  of  privileges  naturally  causes  one  to  question  the 
legality  of  such  contracts.  The  legal  status  of  privileges, 
however,  has  been  clearly  determined  by  the  courts  of  the 
several  states.  In  the  absence  of  statutes  prohibiting  priv< 
lieges,  the  courts  have  enforced  such  contracts  where  the 
facts  did  not  (riearly  show  that  the  agreements  were  mere 
wagering  arrangements  and  that  the  parties  thereto  merely 
intended  to  settle  differences.  "It  is  perfectly  plain," 
writes  Doe  Passos,*  "that  in  England,  as  in  the  United 
States,  these  options  frequently  represent  real  transactions, 
and  that  there  may  be  a  bono  fide  intention  of  delivering  or 
receiving  stocks  when  they  are  issued."  In  the  case  of  Story 
V*.  Salomon,  71  N.  Y.  420,  the  legality  of  a  "straddle"  was 
considered,  the  defendants  contending  that  the  contract 
violated  the  statute  against  gambling.'  Here  the  legality 
of  the  contract  waa  upheld  on  the  ground  that  there  was 
nothing  illegal  on  the  face  of  the  contract  in  the  absence  of 
proof  to  the  contrary.  In  commenting  on  the  case,  Dob 
Passos  gives  the  following  explanation:* 

*  Dot  PaMCW,  A  Trtatue  an  lii*  Lam  qf  rSlodfc  Bnken  and  Block 
Bsdtmget,  2d  ed.,  vol.  I,  p,  603. 

'  For  ft  Ut«r  atateroent  of  the  Uw  coDoemins  privileMi  aee  Hams 
9.  Tumbridf^  83  N.  Y.  92. 

*  Do*  Fmboi,  op.  ol.,  p.  60S. 
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"One  may  pap  for  an  optioD  to  take  at  a  fntnre  day, 
at  a  oertain  price,  a  farm,  or  article  of  personal  property, 
and  most  contracts  for  the  purchase  or  sale  of  merchan- 
dise  at  a  fatnre  time  are  made  with  a  view  to  the  mar- 
ket price  on  the  day  of  performance.  There  is  always 
an  element  of  apecolation  and  uncertainty  as  to  that; 
bat  it  has  never  been  sappoeed  that  there  is  any  betting 
for  Boeh  omtntcta.  The  conrt  in  sach  a  case  will  not 
infer  an  illegal  intent  tinless  obliged  to;  and  the  trans' 
action.  -  nnlen  intended  as  a  mere  cover  for  a  bet  or 
wager  on  the  future  price  of  the  stock  is  legitimate.  If  it 
had  been  shown  that  neither  party  intended  to  deliver  or 
accept  the  ehares,  but  merely  to  pay  differences  according  to 
the  rise  or  fall  of  the  market  the  contract  would  have  been 
illegal.  Bnt,  in  the  absence  of  snch  evidence,  upon  the 
above  reasoning  the  contract  was  snstained." 

Taoton  Detarmininif  the  Prloe  of  Optioni, — ^To  liave 
their  bosinesB  yield  reasonably  dependable  profits,  experi- 
enced  sellerB  of  privil^es  are  carefol  to  avoid  a  hit  or 
miss  policy  and  to  follow  a  fairly  scientific  plan  for  deter- 
mining the  cost  of  the  options  they  offer,  the  line  of  rea- 
soning resembling  that  followed  by  insurance  companies 
in  arriving  at  their  premiums.  Naturally  the  cost  of  a 
"put,"  "call,"  or  "straddle"  will  depend  largely  upon 
the  length  of  time  during  which  the  same  is  to  ran  and 
the  extent  of  the  difference  between  the  current  market 
price  and  the  price  named  in  the  agreement.  The  shorter 
the  period  and  the  greater  the  difference  in  prices,  the  less 
likely  is  the  buyer  of  the  option  to  exercise  the  rights  under 
the  agreement 

But  to  determine  safe  premiums  and  differences  in  prices 
it  is  desirable  for  the  seller  of  privileges  to  arrive  approxi- 
maUily  at  the  past  average  fluctuations  of  the  stock  under 
consideration  during  the  various  periods  of  time,  such  ai 
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one  week,  one  month,  two  months,  etc.,  for  which  the  optiom 
are  offered.  These  average  fluctoations  correspond  to  the 
average  loss  ratio  as  determined  by  insurance  comp&mea, 
and  the  cost  of  meeting  these  average  flnctnations  corre- 
sponds to  the  "net  premiom"  in  insurance.  Just  as  insur- 
ance companies  must  add  to  the  net  cost  in  order  to  allow 
for  expenses  and  profits,  bo  the  ezpa*ienced  seller  of  priv- 
ileges arrives  at  bis  gross  cost  by  adding  (1)  a  fair  mai^in 
of  profit,  and  (2)  an  allowance  for  contingencies.  In  the 
insurance  business,  it  is  also  highly  desirable  to  ftecure  a 
sufficiently  large  number  of  risks  and  to  properly  distribute 
them  in  order  to  reap  the  benefits  of  the  law  of  average. 
Correspondingly,  the  experienced  seller  of  privileges  will 
seek  not  only  to  do  a  sofflciently  large  buHinem  but  to  scat- 
ter the  risks  sufficiently  over  different  stocks,  that  is,  to 
accept  risks  on  approximately  the  same  amounts  of  stock 
at  regular  intervals  of  time. 

Despite  these  precautions,  however,  onnsual  conditions 
may  be  expected  to  arise  suddenly  in  a  market  so  sensitive 
to  current  economic  changes  and  rumors  as  the  stock  mar* 
keL  Thus  at  one  time  the  market  may  be  steady  as  a  whole, 
while  at  other  times  the  fluctuations  may  be  wild,  owing  to 
financial  strain,  changing  crop  prospects,  far-reaching  legis- 
lation, scarcity  of  stock  for  delivery  purposes,  or  some  other 
cause.  Again,  the  nature  of  a  particular  stock,  or  class  of 
stocks,  may  be  such  as  to  cause  sudden  economic  changes 
to  bring  about  more  violent  fluctuations  than  occur  in  other 
sections  of  the  market.  Such  uncertain  factors  require  the 
seller  of  privileges  to  be  on  his  guard  at  all  times.  He  must 
constantly  ascertain  the  importanceof  special  influences  that 
affect  a  particular  stock  or  the  market  as  a  whole,  and  that 
arc  likely  to  change  the  average  result  during  the  period 
of  the  optica.  Moreover,  where  privileges  may  be  exercised 
at  any  time  before  maturity,  and,  as  we  have  seen,  American 
options  differ  from  London  optioaa  in  this  respect,  the  seller 
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of  tile  privileges,  where  the  circmnstances  seem  sneh  aa  to 
jmtify  a  Terenal  of  his  poaition  under  the  agreement,  may 
hedge  a  "call"  by  baying,  or  a  "pat"  by  selling  short, 
all  or  part  of  the  stock  against  it. 
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CHAPTBE  Vn 

ARBITRAGINQ 

Definition  and  Q«neral  Natm«. — The  practice  of  "arbU 
traging"  has  it«  origin  in  the  fact  that  the  price  of  a  given 
security,  commodity,  or  other  subject  matter,  may  be  lower 
in  one  market  than  it  is  at  the  same  time  in  some  other 
market.  The  term  refers  to  the  practice  of  buying  and 
Belling  the  same  subject  matter,  or  two  subject  matters 
closdy  and  inherently  related  to  one  another  as  regards 
price,  almost  ^maltaneously  in  two  different  marketa  with  a 
view  to  clipping  the  difference  in  prices  as  a  profit.  Where 
both  of  the  markets  are  within  this  country,  the  trans- 
action is  labeled  as  "domestic  arbitrage,"  to  distinguish  it 
from  "foreign  arbitrage,"  which  involves  two  markets  lo- 
cated in  different  countries. 

Numerous  markets  afford  illustrations  of  the  practice. 
Thus  there  may  be  arbitraging  in  stocks,  bonds,  or  lead- 
ing commodities.  The  marine- insurance  business  has 
often  afforded  a  prominent  field  for  international  arbi- 
traging,* and  the  same  is  also  true  of  the  foreign-exchange 
business.'  Again,  interest  or  dividend  bearing  secnritiea 
may  be  sold  and  commercial  paper  purchased.  Or  there 
may  be  arbitraging  in  interest  rates,  money  being  borrowed 
at  a  lower  rate  than  the  dividend  or  interest  return  obtain- 
able from  securities  purchased  with  the  borrowed  funda.* 


•Sm  Deutadi,   Artriinige  in  BuiUon,  Caiiu,  Bill*,  Stoekt,  Blurm 
«d  Option*.   

■SMCbftp.  xvni. 
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Other  leading  cases  of  arbitra^g  are:  between  a  bond 
and  a  stock  into  which  the  bond  is  convertible;*  be- 
tween a  stock  and  "privileged  subscriptions"  giving  the 
holder  the  right  to  sabscribe  to  new  shares  in  the  same 
corporation-,'  and  between  two  stocks  that  have  a  fairly 
fixed  price  relationship  to  each  other  owing  to  a  merger  or 
other  consolidation.  Of  these  various*  forms  of  arMtrag- 
ing,  that  pertaining  to  the  stock  market,  and  eq>edall7  to 
the  New  York  and  London  Stock  Exchanges,  has  been  hj^ 
far  the  most  important  This  branch  of  arbitraging  there- 
fore,  will  be  made  the  basis  of  this  chapter  with  a  view  to 
explaining  its  natore,  requirements,  and  services. 

StodcJBxohange  Regulations  Oonoemlng  Arbitraging.— 
Domestic  arbitraging  had  its  first  real  development  with 
the  installation  of  improved  telegraphic  communication 
between  American  cities,  and  foreign  arbitrage  with  the 
laying  of  the  first  snccessful  trans-atlantic  cable  in  1666. 
Unrestricted  growth,  however,  did  not  seem  to  meet  with 
favor  by  the  nation's  premier  Exchange.  In  1898  the 
New  York  Stock  Exchange  adopted  a  resolution  prevent- 
ing arbitraging  by  any  of  its  members  on  the  plea  that 
the  "sending  of  continuous  quotations,  or  quotations  at 
frequent  intervals,  by  members  of  this  Exchange  from  the 
floor  of  the  Exchange,  is  detrimental  to  the  interest  and 
welfare  of  the  Exchange,"  and  that  "trading  between  thia 
Exchange  and  that  of  any  other  city  in  the  United  States, 
based  upon  quotations  from  the  floor  of  this  Exchange, 
has  resulted  in  practically  ignoring  the  commission  law."* 
This  action,  which  was  later  extended  to  cover  arbitraging 
with  the  Consolidated  Exchange  of  New  York,  had  the 
effect  of  reducing  the  volume  of  domestic  arbitrage  to 
very  limited  proportions.    As  far  as  the  New  York  market 

"Soedw-XVI. 
*  See  Clwp.  XVII. 
<  CutfltHutkn  of  tbe  New  Yoric,  Stock  Eiduuig^  p.  80. 
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was  concerned,  thin  business  coold  henceforth  be  conduct- 
ed only  hy  non-members  who,  being  obliged  to  pay  com- 
misaJonB  and  also  lacking  the  floor  facilities  so  neceasary 
to  saccessful  arbitraging,  would  be  at  a  decided  disadvan- 
tage in  condacting  this  type  of  business.  In  1911  a  seetmd 
resolution  was  adopted  *  which  resulted  in  greatly  redne- 
ing  foreign  arbitrage.  The  effect  of  this  resolution  was 
to  limit  the  business  to  non-members,  or  to  members  wboae 
London  or  other  foreign  correspondents  were  also  mem- 
bers of  the  New  York  Stock  Exchange. 

Despite  these  restrictions,  however,  foreign  arbitraging 
increased  in  vidome  until  the  commencement  of  the  Woiid 
War,  when  most  abnormal  circumstances  caused  its  entire 
cessation.  The  conditions  referred  to  are  several,  namely : 
(1)  Govenunent  control  of  cables  and  their  use  for  only 
essential  messages;  (2)  pressure  of  Government  borinen 
on  banking  firms  to  such  an  extent  as  to  preclude  the 
continuance  of  many  lines  of  activity  formerly  pursued ; 
(3)  prohibition  of  code  messages  by  the  British  Govern- 
ment; (4)  refusal  of  the  markets,  owing  to  abnormal  con- 
ditions, to  promptly  respond  to  the  arbitrager's  opera- 
tions, thus  necessitating  shipment  of  securities  to  a  much 
greater  degree  than  formerly ;  (5)  an  enormous  increase 
(some  600  per  cent  over  pro-war  rates)  in  the  cost  of  ship- 
ment and  insurance  combined;  and  (6)  the  British  Gov- 
ernment's prohibition  of  the  initiation  of  arbitrage  opera- 
tions by  London  houses.  According  to  advices  received 
in  June,  1921,  arbitraging  between  New  York  and  London 
had  not  yet  been  resumed  to  an  appreciable  extent.  With 
the  lifting  of  the  British  Treasury  restrictions  some  of  the 
international  houses  attempted  to  resume  but  found  it  to 
be  practically  impossible  under  the  existing  conditions  of 
the  London  market.     The  cash  basis  on  which  burinen 

of  the  New  Yoric  Slodc  Exehonse,  p.  81  . 
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was  done  on  the  London  Stock  Exchange  and  the  absence 
of  short  ccmtracts  practically  preclnded  specnlatiTe  trans- 
actions, with  the  result  that  the  London  market  was  so 
non-eontinnoas  in  character  that  arbitrage  transactions 
eonld  not  be  undertaken  with  an;  degree  of  confidence. 
Added  to  this,  was  the  further  element  of  uncertainty 
created  by  the  extraordinary  unsettlentent  in  foreign  ex- 
change rates.  Nor  could  arbitraging  be  conducted  between 
New  Toik  and  Amsterdam,  owing  to  slowness  of  cable  com- 
munication. It  was  stated  recently,  that  it  took  about  five 
honrs  to  get  a  cable  through  between  these  centers,  so  that 
by  the  time  an  order  reached  Amsterdam  a  change  in 
market  qaotationa  mig^t  easily  show  a  large  loss  instead 
of  a  profit 

With  the  return  of  more  normal  conditions,  however, 
the  disastrous  effects  of  present  linutations  are  likely  to 
gradually  wear  off.  The  balance  of  this  chapter  will  treat 
of  conditions  as  they  were  at  the  commencement  of  the 
World  War,  in  the  belief  tliat  with  the  removal  of  existii^ 
obstmctions  international  foreign-exchange  hoQSes  wiU 
again  regome  arbitraging  on  a  scale  fairly  commensurate 
with  pre-war  years. 

DefOiiptifm  of  N«w  Tork-Ltnidoii  ArUtraging. — This 
branch  of  the  business  has  nearly  always  been  handled 
primarily  by  certain  international  banking  firms,  in  nearly 
all  cases  British,  French,  and  Oerman,  which  also  sigaged 
in  the  business  of  foreign  exchange.  In  1901  we  are  ad- 
vised, only  about  a  dozen  such  firms  operated  between 
New  York  and  London.  At  the  commencement  of  the 
War,  in  1914,  the  number  of  firms  possessing  arbitrage  de- 
partments had  increased  to  20.  We  are  also  advised  that 
the  volume  of  arbitrage  transactions  between  New  York 
and  London  would  at  times  aggregate  100,000  shares  per 
day,  involving  5,000  or  more  cable  messages. 

Between  London  and  New  York  there  is  a  difference  in 
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time  of  nearly  fire  hotiro  (4  hours,  55  minntes,  and  59 
seconds  to  be  exact),  so  that  when  the  New  Tork  Stock 
Exchan^  opens  at  ten  A.  M.  it  is  foor  minutes  of  three  in 
London.  But  while  the  London  Stock  Exchange  ofScially 
closes  at  three  P.  M.,  the  very  time  when  operations  on 
the  New  York  Stock  Exchange  commence,  trading  con- 
tinues on  the  floor  in  American  stocks  ontil  four  P.  U. 
After  that  trading  is  transferred  to  the  curb  market  where 
it  may  continue  until  the  close  of  the  New  York  market, 
or  eight  P.  M.  London  time. 

Owing  to  the  aforementioned  difference  in  time,  New 
York  arbitrage  houses  receive  quotations  from  their  Lon- 
don correspondents  before  the  New  York  Stock  Exchange 
opens.  In  fact,  London  two  P.  M.  quotations  reach  New 
York  shortly  after  nine  A.  M.,  and  later  quotations  con- 
tinue to  flow  in  regularly.  These  quotations  are  at  once 
reduced  to  their  New  York  equivalents,  a  process  to  be 
referred  to  shortly,  and  are  then  conveniently  tabulated 
for  immediate  use  as  soon  as  the  first  New  York  quota- 
tions make  their  appearance.  OnTy  a  few  minutes  will 
suffice,  following  the  opening  of  the  New  York  market,  to 
make  important  sales  of  the  leading  arbitrage  stocks,  in 
that  market,  to  collect  the  quotations,  and  to  have  them 
transmitted  to  London  by  experienced  operators. 

Of  fundamental  importance  to  the  business  is  a  cable 
service  capable  of  keeping  pace  with  the  fractional  differ- 
ences as  they  occur  in  the  two  markets.  It  is  only  throng 
this  means  that  the  arbitrager  may  hope  to  remain  con- 
stantly posted  as  to  the  differences  in  quotations,  and  to 
continue  to  make  transactions  almost  simultaneously  in 
the  two  markets.  In  fact,  there  arc  instances  of  so-called 
"three-cornered  foreign  arbitrage,"  involving  the  sama 
security  listed  on  three  international  exchangea. 

Transmission  facilities  for  abitraging  purposes  are  or- 
ganized solely  with  a  view  to  speed  and  economy.    At  tho 
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New  York  end  of  the  line,  describing  operations  as  they 
cadBt«d  at  the  oatbreak  of  tbe  World  War  wbea  arbitra- 
ging  had  to  be  suspended,  most  of  the  important  arbitrage 
stocks  were  traded  in  at  "  posts ' '  arranged  near  the  railing 
along  the  south  wall  of  the  Stock  Exchange.  Here  rep- 
resentatives of  the  arbitrage  booses  were  assigned  pora- 
tions,  and  pnemnatic  tnbes  enabled  them  to  connect 
promptly  with  tbe  cable  offices  located  downstairs.  Simi- 
larly, at  the  London  end  of  the  line  arbitragers'  clerks 
also  had  desk  accommodations  at  the  cable  ofBces.  The 
speed  with  which  these  clerks  managed  to  transmit  mes- 
sages back  and  forth  between  the  two  continents  was  truly 
astonishing.  To  complete  an  arbitrage  transaction  it 
is  necessary  that  the  ocean  be  crossed  twice,  once  by  the 
order  to  buy  or  sell,  and  again  by  the  return  message 
advising  that  the  order  has  been  executed  at  the  given 
price,  and  on  each  of  these  trips  the  cablegram,  it  is  stated, 
must  pass  through  the  hands  of  at  least  three  operators. 
All  of  this  wag  ordinarily  accomplished  in  the  remarkably 
short  space  of  about  four  minutes,  and  in  some  instances 
only  three  minutes.'  Probably  no  more  rapid  means 
of  communication  can  be  found  in  any  other  type  of  bus- 
iness. Moreover,  to  save  time  and  money,  all  cablegrams 
are  reduced  to  the  smallest  proportions.  Three  or  four 
words  will  serve  to  send  all  necessary  inforuLation  with 
respect  to  orders  involving  several  thousand  shares,  and 
a  ringle  letter  is  often  made  to  stand  for  the  name  and 
address  of  the  sender  and  the  exact  time  of  the  dispatch. 


*8ee  Vsa  Antwerp,  The  Stock  Exchange  from  Wiihin,  p.  2S4.  In 
UiiB  oonneetion,  Vmn  Antwerp  makes  the  tolloiring  atAtemeot:  "  Hm 
oelerity  and  wsouikcy  of  the  cable  eervice  between  N«w  York  and 
foreign  eountriea,  aa  perfected  in  arbitraging,  has  no  parallel  elaewbera. 
Twenty  minutes  are  oft«n  required  to  oomplete  »  cable  tmnMctkn 
'--' — D  tbe  London  Stock  Exduoge  and  the  Paris  Boune,  and  so  it 


frequently  happens  when  speed  is  required,  that 
those  two  oenim  are  cabled  by  way  of  New  York." 
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Ominnioii  of  London  into  New  Tork  PtiMi. — Spee^ 

conununication,  however,  is  not  the  only  difficulty  that 
presenta  itself  in  foreign  arbitrage.  Nmnerous  other  com- 
plicated factors  must  claim  the  arbitrager's  attention,  and 
add  to  the  complexity  of  his  work.  There  are  stamp  taxes 
and  commisions  to  consider,  as  well  as  interest  charges, 
constant  fiuctnations  in  money  rates  both  here  and  abroad, 
cable  tolls,  costs  of  insurance  and  other  shipping  expenses, 
the  fortnightly  settlement  system  abroad  as  contrasted  with 
OUT  practice  of  daily  settlements,  rates  of  foreign  ex- 
change, and  different  methods  of  quoting  prices. 

Of  these  variotu  factors,  the  last  two  are  very  important 
and  deserve  a  brief  explanation.  Unless  reduced  to  their 
mathematical  parity,  a  given  London  quotation  is  con- 
siderably higher  than  its  New  York  equivalent  This  is 
due  to  the  fact  that  quotations  in  the  two  markets  are  not 
on  a  par.  American  securities  are  quoted  in  the  London 
market  on  the  arbitrary  basis  of  $5.00  to  the  pound  ster- 
ling, whereas,  under  normal  exchange  one  pound  sterling 
equals  only  $4.8665.  The  ratio  of  exchange,  however, 
will  fluctuate  considerably  from  time  to  time,  the  rate 
having  been  as  high  as  $7.00  to  the  pound  sterling  at  the 
commencement  of  the  War  and  as  low  as  $3.50  within  the 
past  year. 

To  overcome  the  inaccuracy  of  this  arbitrary  method 
of  quoting  American  stocks  in  London,  it  is  necessary  for 
arbitragers  to  reduce  London  quotations  to  an  exact 
parity  with  those  of  New  York.  This  is  usually  done  by 
"multiplying  the  London  price  by  the  New  York  price 
and  demand  sterling,  and  dividing  the  product  by  five." 
Compilations  of  this  sort,  however,  will  prove  burden- 
some when  we  reflect  that  foreign-exchange  rates,  as  well 
as  stock  prices  in  both  markets,  are  constantly  changing, 
and  that  speed  in  effecting  transactions  is  essential  if 
any  profit  is  to  be  realised  from  the  small  differences  in 
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price  prevailing  in  the  two  markets.  CmversioD  tablsB* 
have  thna  been  prepared  for  the  special  OBe  of  arlutcagers 
and  for  the  purpose  of  avoiding  delay  as  well  as  errors. 
These  tables  contain  columns  representing  the  Tarious 
possible  exchange  rates,  and  under  each  column  will  be 
found  the  London  quotations  and  their  New  York  equiva- 
lents. 

Kethodi  of  OloidDg  TnaMaietiooM. — ^Having  made  his 
purchase  and  sale  in  the  two  markets,  the  arbitrager  will 
natural^  wish  to  settle  these  two  transactions  at  the  earli- 
est opportunity.  Otherwise,  through  repeated  transac- 
tions his  account  is  apt  to  pile  up  in  each  of  the  two  maikets 
to  a  point  that  will  preclude  further  arbitraging  operations. 

Three  methods  of  settlement  are  available.  One  of 
these  iav<dveB  the  shipment  of  securities  from  the  market 
in  which  they  were  bought  to  that  in  which  they  were 
sold.  Except  in  rare  cases,  principally  when  the  market 
refuses  for  considerable  periods  of  time  to  respond  to  the 
arbitrager's  operations,  this  method  is  avoided  owing  to 
the  expense,  trouble,  and  inconvenience  involved.  The 
more  the  arbitrager  can  reduce  his  shipments,  the  greater 
will  be  his  profit.  Such  shipment  between  New  York  and 
London  not  only  requires  about  one  week  in  transit,  but  the 
securities  must  be  sent  by  registered  mail  adequately  in- 
sured against  fire,  theft,  and  marine  perils.  Marine  in- 
surance companies,  moreover,  grant  insurance  on  securi- 
ties only  if  the  contents  of  each  package  is  limited  to  about 
$30,000.  In  domestic  arbitrage,  however,  a  considerable 
number  of  firms  do  not  insure  securities  sent  by  re^stered 
m^,  but  simply  have  the  certificate  numbers  certified  to 
by  a  notary  public  with  a  view  to  obtaining  new  certifi- 
cates from  the  issuing  corporations  in  case  of  loss. 

A  second  method,  and  by  far  the  most  generally  used, 

t,  C,  of  Optiona  and  ArbUnge,  far  a^ 
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consists  of  balancing  the  account  in  the  two  mai^ets. 
Whereas  the  New  York  market  may  have  been  lower  than 
London  when  the  arbitrage  transaction  was  originally 
made,  prices  may  soon  rearrange  themselves  in  snch  s 
manner  that  the  London  market  is  lower  than  New  York. 
When  snch  a  situation  presents  itself,  the  arbitrager  will 
reverse  his  transactions,  that  is,  will  sell  in  the  market 
where  he  is  long  of  stock,  at  the  same  time  buying  in  the 
other  market  to  cover  his  short  sale.  If  possible,  arbi- 
tragers  will  attempt  to  close  their  transactions  every  day. 
But  if  the  difference  in  prices  between  the  markets  con* 
tinues  in  the  same  direction,  they  will  extend  their  long 
or  short  position  over  a  week,  a  month,  or  even  longer. 
In  other  words,  they  will  continue  to  accumulate  stock  by 
purchases  in  the  tow  market,  while  at  the  same  time  sell- 
ing-short  repeatedly  in  the  higher  market  and  borrowing 
the  stock  to  fulfill  delivery.  This  extended  position  is 
taken,  however,  solely  in  the  hope  that  the  two  mai^ets 
will  reverse  themselves  with  respect  to  prices  and  that  tb^ 
can  then  sell  their  accumulation  of  securities  in  the  higher 
market,  and  buy  in  the  same  amount  jn  the  lower  mar- 
ket in  order  to  liquidate  their  loans.  The  more  arbi- 
tragers there  are,  it  may  be  added,  and  the  greater  the 
volume  of  their  transactions,  the  more  likely  it  is  that 
snch  balancing  of  accounts  can  be  effected. 

Sometimes  arbitrage  firms  also  arrange  to  exchange 
securities  with  one  another.  While  one  firm  may  be  long 
of  a  certain  stock  in  New  York  and  short  in  London,  some 
other  firm  may  be  short  in  New  York  and  long  in  London 
with  respect  to  the  same  security.  Here  an  opportunity 
presents  itself  for  the  two  firms  to  match  their  opposite 
accounts.  Although  easy  and  simple  in  its  application, 
this  method  is  seldom  resorted  to,  chiefly  for  the  reason 
that  other  arbitrage  firms  will  in  most  instances  be  iu 
the  same  market  podtion  with  respect  to  any  given  itock. 
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make  arbitraEpng  profitable  it  is  practacally  neeesaary 
that  the  arbitragers  have  a  membership  on  both  of  the 
exchanges  between  which  operations  are  conducted.  In 
most  instances  the  margin  between  prices  is  so  small  as 
to  leave  no  profit  whatever  if  the  arbitrager  is  obliged 
to  pay  commissions  customarily  charged  aon-members. 
Since  speed  is  the  very  essence  of  success,  it  is  essential 
that  the  arbitrager  have  facilities  always  at  hand  for  the 
instantaneons  transmiasiott  of  quotations  between  the 
markets  in  which  he  is  operating.  Only  by  this  means 
can  he  detect  differences  in  prices  immediately  upon 
theSi  appearance,  determine  whether  or  not  it  is  profit- 
able to  make  a  transaction,  and  transmit  immediately 
all  messages  of  actual  transactions  so  that  both  ends  of 
the  line  may  be  kept  folly  informed.  Aside  from  this  equip- 
ment,  however,  there  must  be  a  continnous  mai^et  for  the 
Beeurities  in  both  the  centers  used  by  the  arbitragers,  and 
such  a  market,  it  has  already  been  explained,  reqnires 
ioT  its  existence  the  presence  of  a  large  speculative  class 
and  the  practice  of  short-selling  on  a  comprehensive  scale. 
It  is  for  this  reason  that  arbitrage  is  practically  confined 
to  large  and  very  active  stocks,  such  issnes  being  com- 
monly characterized  in  the  daily  press  as  constituting  the 
"arMtrage  gronp."  Nor  should  trading  in  this  continu- 
ons  market  be  limited  through  governmental  or  other 
artificial  restrictions,  such  as  prevailed  after  the  com- 
meneement  of  the  World  War. 

■Hie  short  sale  is  also  a  prime  necessity  in  the  sense 
that  in  nearly  every  arbitrage  deal  the  arbitrager  most 
be  a  short-seller  in  one  of  the  markets.  Too  much  em- 
phans  cannot  be  given  to  the  fact  that  elimination  of 
short-selling  would  destroy  the  very  basis  for  profitable 
arbitraging  between  markets.  The  arbitrager  must  also 
be  given  the  privilege  of  borrowing  and  lending  stocks  in 
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both  martsts  smce  lie  relies  upon  this  practiM  u  the 
cheapest  way  of  carrying  his  two  transacUona  ontil  they 
are  closed.  In  the  market  where  the  short  sale  was  made 
the  arhitrager  will  necessarily  want  to  borrow  the  stock 
in  order  to  folfiU  delivery  in  accordance  with  the  rales  of 
the  market.  On  the  other  hand,  in  the  market  where  the 
arbitrager  is  long  of  stock  he  will  want  to  employ  it  as 
a  lender  in  the  market  with  a  view  to  raising  fonda  for  the 
conduct  of  his  bosiness. 

BouAta  Besnltinff  from  Arbitraging. — On  the  surface 
arbitraf^g  would  seem  to  consist  simply  of  the  clipping 
of  small  pmfita.  Snch  profits  undoabtedly  constitnte  the 
motive  for  certain  dealers  engaging  in  the  practice.  Were 
this  factor  the  only  consideration,  the  subject  wonld 
hardly  merit  a  separate  chapter.  In  reality,  however, 
arbitraging  results  in  several  important  indirect  advan- 
tages highly  beneficial  to  the  business  community,  and  it 
is  for  this  reason  that  the  subject  should  be  understood 
by  the  general  public.  Briefly  stated  these  advantagea 
are: 

1.  LtvA  Prices  in  tlu  Tariout  Markets. — Baying  in  the 
low  market  will  tend  to  raise  the  price  in  that  market, 
while  selling  in  the  other  market  at  the  same  time  will 
tend  to  lower  the  price  in  that  market.  The  result  is 
that  any  difference  in  the  price  of  a  given  security  will 
soon  be  I'xtinguishvd.  ArbitragiTS  thus  prevent  tlie  con- 
tinuance of  unnatural  differences  in  prices  by  supplying 
a  demand  in  one  market  from  stocks  of  another.  It  is 
largely  owing  to  this  factor  that  prominent  Internationa) 
stocks,  listed  on  the  world's  leading  exchanges,  are  said 
to  "have  but  one  price,  a  world  price,"  With  respect 
to  the  "arbitrage  group"  of  securities,  arbitraging  thus 
serves  to  minimize  distance  and  practically  to  make  a 
world  market  of  the  several  exchange  centers  where  Boefa 
aeeuritiea  happen  to  be  listed.   The  investment  and  qMCii* 
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latiTe  element  in  the  market  is  thos  given  advantage  of 
the  same  price  level,  irrespective  of  location.  In  oor 
leadiug  prodoce  markets,  grain,  cotton,  coffee,  etc,  this  ad- 
vantage is  even  more  apparent.  Here  arbitragers  not  only 
bring  into  proper  relationship  the  several  markets  as  re- 
gards transportation  and  carrying  charges,  bnt  also  the 
varioiiB  monthly  delivery  periods  on  fntore  contracts,  the 
variotu  grades  of  the  product  under  considerstion,  and 
even,  as  in  grain,  the  varioos  kinds  of  closely  allied  crops. 
Conditions  of  fairness,  considering  all  time  and  distance 
eharges,  involving  transportation,  warehoumng,  interest, 
and  insorance  costs,  are  thns  established  for  all  market 
interests,  irrespective  of  locality  and  time.  As  stated  on 
another  occasion  :>*>  "Throngb  the  constant  watchfolnesa 
of  arbitragers  all  leading  markets  are  kept  in  line  with 
one  another.  Qrain,  like  water,  will  seek  its  level.  It 
is  made  to  move  from  the  center  where  it  is  plentifnl  to 
places  where  it  is  not  so  plentiful.  Instead  of  chaos  we  are 
^ven  a  barmonions  relationship  between  different 
markets,  between  grades,  between  the  several  monthly 
periods,  and  even  between  different  kinds  of  grain." 

2.  Fac^tates  tlie  BettJement  of  International  Debtg. — 
Reference  has  already  been  made  to  the  fact  that  most 
of  the  arbitraging  between  New  York  and  London  has  thus 
far  been  limited  to  the  operation  of  old  and  well  estab- 
lished banking  flrms  that  are  also  dealers  in  foreign  ex- 
change. Snch  firms  often  find  the  security  market  an 
easier  and  more  profitable  means  of  settling  the  inter- 
national debts  of  their  clients  than  is  afforded  by  any  of 
the  other  methods  of  conducting  a  foreign-exchange  bos- 
inese.  Thus  let  us  assume  that  "A,"  an  American  im- 
porter in  New  York,  owes  $100,000  to  "B,"  an  English 
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exporter  in  London.  If  prices  on  the  New  York  and 
London  Stock  Exchanges  are  such  as  to  justify  the  tran- 
saction, an  arbitrager  in  New  York,  "X,"  who  is  also 
a  dealer  in  foreign  exchange,  can  settle  the  debt  of  "A" 
with  the  funds  of  some  London  purchaser  of  stock,  at  the 
same  time  paying  for  the  stock  bought  in  New  York  with 
the  funds  received  from  "A." 

The  process  of  the  deal  may  be  outlined  as  follows:  A" 
pays  the  tlOOiOOO  he  owes  "B"  to  "X"  for  transmission 
to  London.  But  "X,"  instead  of  buying  exchange,  ob- 
serves that  a  certain  stock  is  selling  for  $100  in  New  York, 
while  the  London  price,  reduced  to  the  New  York  parity,  is 
(100^.  Such  a  difference  affords  a  profit  greater  than  that 
obtainable  by  any  of  the  ordinary  methods  of  settling 
*'A'b"  debt.  Accordingly,  "X"  cables  an  order  to  "Y," 
his  London  representative,  to  sell  1,000  shares  of  the  stock 
on  the  London  Stock  Exchange,  at  the  same  time  buying 
1,000  shares  in  the  New  York  market.  The  London  pur- 
chaser is  then  asked  to  pay  the  purchase  price  of  $100,500 
to  "Y,"  whereas  payment  of  the  $100,000  on  the  purchase 
of  the  stock  in  New  York  is  made  by  "  X  "  with  the  $100,000 
received  from  debtor  "A."  "Y"  is  instructed  by  "X"  to 
pay  $100,000  to  "B,"  and  the  difference  of  $500  between 
the  New  York  purchase  and  London  sale  prices  ia  credited 
by  "Y"  to  "X'a"  account.  "A's"  debt  to  "B"  has  thus 
been  settled  without  the  purchase  of  a  bill  of  exchange, 
and  "X"  has  realized  a  profit  of  $500  minus  commissions, 
cabling  expenses,  transfer  and  stamp  taxes,  and  overhead 
office  expenses.  The  stock  held  long  in  New  York  "X"  may 
at  once  lend  in  that  market  to  obtain  funds  for  the  conduct 
of  his  business,  whereas  his  short  sale  in  London  may  be 
kept  open  through  the  borrowing  of  stock  in  that  market 
In  this  way,  "X"  is  enabled  to  avoid  the  costly  shipment 
of  securities  from  New  York  to  London.  Later,  prices  in 
the  two  markets  may  be  reversed,  the  stock  selling  slightly 
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hii^MT  in  New  York  than  in  London.  Hiis  esves  "X"  hia 
oppartnnit?  to  sell  the  1,000  shores  he  is  holding  in  New 
To^  ftt  the  same  time  covering  his  short  sale  in  London 
with  a  purchase  of  an  equal  amount.  In  all  probahility  a 
seocsid  pn^t  has  resolted  from  this  reverse  transaction. 
In  fact,  this  time  the  purchase  in  London  and  the  sale  in 
New  York  may  have  served  to  settle  the  indebtednen  of  a 
Lond<n  importer  to  some  New  York  exporter. 

3,  Zncrema  ths  Continuout  Ckaracter  of  t\e  Market. — 
By  takiog  advantage  of  the  smallest  differences  —  eighths 
and  goartets  and  even  sixteenths,  since  the  Lond<m  mar- 
ket permits  quotations  at  such  smaU  variations  —  arbitrag- 
ers greatly  assist  in  the  making  of  a  continuous  market  in 
all  the  secorities  in  which  they  operate.  Before  the  War, 
as  alrea^  stated,  arbitraging  between  New  York  and  Lon> 
dim  sometimes  involved  aggregate  transactions  of  over 
100,000  shares  per  day.  Throngh  the  initiation  of  these 
nmnerooB  transactions,  arbitraging  constitutes  a  powerful 
indirect  factor  in  bringing  about  all  the  numerous  benefits 
to  the  bumness  community  attributable  to  a  continuous 
maiket.^*  To  a  consderable  extent  also,  international  arbi- 
traging on  a  lai^  scale  serves  as  an  advertisement  of 
foreign  securities  in  the  American  mai^et  and  of  American 
shares  in  tortiga  markets. 
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CHAPTEB  Vm 
IXOAL  STATUS  AND  ORGANIZATION  O?  STOCK 


Piirate  (niumoter  of  Amarieui  Stock  Kxohanget^-Un- 
like  pTodtice  ezchan^ies  in  the  United  States,  wMch  have 
in  nearly  all  instances  been  incorporated,  American  stock 
exchanges  are  "private,  volnntaiy,  unincorporated  asso- 
ciations." As  pointed  out  by  Dos  Passos  in  referring  to  the 
New  YoHe  Stock  Exchange,*  a  "voluntary  association  of 
petsons,  like  the  New  York  Stock  Exchange,  by  which  each 
individoal  brc&er  is  enabled  to  carry  on  his  separate  bnsi- 
ness  under  regulations  made  alike  for  the  protection  of 
himwilf  and  hia  client  or  printupal,  has  no  technical  name 
or  place  in  the  law An  institnticoi  like  the  stock  ex- 
change is  an  anomaly  of  the  law.  It  is  amphibious  in  its 
nature;  for,  without  heang  either  a  corporation  or  a  partner- 
ship, it  pofisessea  some  of  the  characteristics  of  both."  It 
resembles  a  corporatitm  in  that  it  may  adopt  a  constitution 
and  by-laws,  binding  upon  the  members  of  the  association, 
and  has,  unless  voluntarily  dissolTed,  a  continued  existence 
unaffected  by  the  death,  remgnaUon,  sospension,  or  removal 
of  members.  It  difFeis  from  a  corporation  in  that  it  has  no 
charter  and  has  not  been  o^^anized  in  pursuance  of  any 
statute  or  legiaUtive  act ;  has  receiTed  no  special  privileges 
from  the  state,  and  therefore  owes  no  special  duties  to  the 
public ;  has  issued  no  stock  to  its  members,  who  have  there- 
fore no  daim  to  property  rights  in  the  association  as  stoc^- 
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holders ;  and,  since  the  privU^e  of  membenibip  is  derived 
exclnsively  from  the  exchange  that  grants  it,  it  may  eonfer, 
refuse,  or  withdraw  each  privilege. 

Despite  the  great  importance  that  the  New  York  Stock 
Exchange  has  assumed  as  an  integral  part  of  the  naUcm'i 
financial  system,  it,  and  the  same  may  be  said  of  other  un- 
incorporated stock  exchanges  of  the  country,  has  preserred 
its  purely  private  character.  No  special  legislation  ctmtrbb 
the  Exchange  and  all  transactions  on  its  floor  are  goremed 
hy  its  own  rules  and  by  the  customs,  osages,  and  laws  that 
regulate  such  transactions  everywhere. 

The  importance  of  this  private  character  of  Amerieui 
exchanges  becomes  apparent  when  comparing  our  praetiea 
with  that  prevailing  in  Continental  Europe.  In  Franet 
and  Qennany,  for  example,  exchanges  exM  by  special  le^a- 
lation.  The  Paris  Bourse  is  virtually  given  a  monopoly 
t^  the  French  Government  in  listed  securities  and  its  mem- 
bers practically  hold  government  ofBce,  being  appointed 
by  the  President  of  the  Republic  and  giving  to  the  Oovam- 
ment  a  prescribed  bond.  The  manner  of  doing  boaineH 
is  also  carefully  regulated  by  the  Oovemment  and  all  pre- 
rogatives of  the  members  are  prescribed.  In  Oermany, 
likewise,  all  exchanges  are  established  with  the  pennisrioo 
of  the  Govemmwit,  which  exercises  important  control  over 
their  operation.  Many  phases  of  stock-exchange  businea, 
Inclnding  the  Clearing  House  Association,  are  subject  to 
state  regulation,  the  Government  being  represented  in  the 
directorate  of  the  exchange  either  by  a  state  commisrioaOT 
or  other  officials.  All  regulations  of  the  exchange  mnat  be 
approved  by  the  Government,  and  many  phases  of  the 
ctmduct  of  bnsinesB  that  jn  the  United  States  are  purely 
matters  for  the  exchange  to  settle,  must  be  referred  for 
approval  to  the  legislative  or  executive  branches  of  the 
Government.  Brokers  in  most  instances  must  also  take  IB 
oath  of  office.    Furthermore,  the  state,  unlike  the  praetios 
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in  the  United  States,  r^nlates  the  pnblicatioa  of  qaota- 
tJflOB,  the  listiag  of  secmities,  the  types  of  orders,  and  even 
gooB  BO  far  aa  to  dengnate  the  chtssee  of  persons  who  maf 
do  a  specoIatiTe  bnsukeaB. 

Property  Blj^iti  FoMeaied  by  Exebaogei. — So  long  as 
there  ia  no  Tiolation  of  their  roles  or  of  equitable  principles 
of  trade,  exchanges  are  not  directly  concerned  with  the  con- 
tracte  between  members  and  their  principals.  They  do  no 
bnnnesB  unless  the  ownership  of  certain  property  interests 
may  be  so  regarded.  In  this  respect  they  have  a  property 
interest  in  their  building  sites,  and  in  the  inctune  derived 
from  the  collection  and  sale  of  quotations,  the  dnes  paid  by 
manbers,  and  the  fees  charged  for  listing  securities. 

In  view  of  the  intimate  relationahip  borne  by  stock  ex- 
dianges  to  the  financial  and  commercial  life  of  the  nation, 
the  question  as  to  whether  such  exchanges  are  legally  qnasd- 
pnblic  institutions  charged  with  special  public  duties  has 
been  raised  a  number  of  times  in  the  courts.  This  question 
has  arisen  most  frequently  in  connection  with  the  right  of 
a  stock  exchange  to  control  the  publication  and  distribu- 
timi  of  quotations  representing  the  transactions  on  its  floor. 
The  coorts,  in  their  decisions,  have  invariably  referred  to 
the  private^  voluntary,  unincorporated  natore  of  the  stock 
exchanges.  As  regards  the  Chicago  Board  of  Trade,  an 
incorporated  body,  the  Court  (127  lU.  153)  rendered  a 
dedidon  to  the  effect  that : 

"Baving  so  conducted  its  affairs  for  many  years  as  to 
create  a  standard  maiket  for  agricultural  products,  and  by 
acting  in  concert  or  combination  with  telegraph  companies, 
built  up  a  system  for  the  instantaneous  and  continuous  indi- 
cati<m  of  that  market  and  its  fluctuations,  until  the  public, 
and  all  persons  dealing  in  such  products,  have  c(mformed  to 
this  system,  and  until,  in  consequence  of  the  general  use 
of  that  system  and  the  osage  of  trade,  such  instantaneopa 


IM  TEtE  STOCK  MARKET 

market  qnotatioiu  have  become  necessary  to  the  safe  and 
sacceasfol  tranaaction  of  business,  sach  system  will  liave  be- 
come affected  with  a  public  interest,  and  sach  Board  of 
Trade  cannot  thereafter,  in  the  furnishing  of  such  quota- 
tions make  any  unjust  discnmination  between  persons  will- 
ing to  pay  therefor,  and  to  conform  to  all  reaaonable  raka 
aud  rcffulatiooB." 

As  regards  the  Kew  York  Stock  Exchange,  howerer,  the 
decisions  have  always  been  opposed  to  this  view.  In  the 
case  of  Commercial  Telegram  Company  vi.  Smith  (47  Hun 
494)  it  was  claimed  that  the  New  York  Stock  Exchange  had 
no  right  to  exclude  the  Commercial  Tdegram  Company 
from  the  privilege  of  collecting  quotations  on  jta  floor  for 
transmission  to  outsiders.  An  injuncticu  was  sought  on 
the  ground  that  the  Exchange  existed  for  the  benefit  of  the 
public  and  that  its  refusal  to  give  quotations  was  against 
public  policy.  The  Court,  however,  pointed  out  the  private 
status  of  a  stock  exchange  and  concluded  that : 

"The  claim  that  the  Stock  Exchange  has  no  ris^t  to  ex- 
clude the  Commercial  Telegram  Company  from  its  Aoot 
upon  the  ground  of  public  policy  evidently  proceeds  upon 
an  entirely  erroneous  theory.  The  exchange  is  a  private 
association ;  it  has  the  right  to  admit  to  its  floor  whom  it 
pleases ;  it  obtains  nothii^  from  the  State  except  that  pro- 
tecticm  which  the  law  affords  to  every  citizen ;  it  has  sought 
no  special  privilege  and  obtained  no  special  powers.  It  is, 
therefore,  just  as  much  the  master  of  its  own  business  and  of 
the  method  of  conducting  the  same  as  any  private  indivi- 
dual within  the  State.  It  may  make  public  the  transactioos 
which  occur  within  its  walls  or  it  may  refuse  all  information 
in  respect  thereto.  No  matter  which  course  is  pursued,  so 
l(mg  as  it  violates  no  law  it  has  a  right  to  conduct  its  bnsi- 
xum  H  it  pleases The  New  YoA  Stock  Exchange  hat 
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adeiA.  notliing  from  the  people  of  the  Stat^  eieept  that 
■wtach  is  granted  to  every  citizen ;  it  haa  no  special  privileges 
under  the  law,  it  has  no  special  rights,  and  the  people  there- 
fore have  no  light  to  interfere  in  the  transaction  of  its  bnra- 
nesB  to  any  greater  extent  than  they  have  in  that  of  ai^  in- 
dividual'* (pp.  605.  507). 

Hatiira  of  a  "Seat"  on  the  faduage.— A  seat  on  s 
stock  exchange  is  a  species  of  property  that  may  be  de- 
fined as  giving  to  the  holder  the  collective  privileges  of 
membership  onder  the  constitntion  and  by-laws  of  the 
exchange  that  has  bestowed  sach  membership.  This  mem- 
bership, or  seat,  can  only  he  obtained  by  subscribing  to  the 
constitution  and  by-laws  of  the  exchange,  and  the  member 
is  the  owner  thereof  only  in  a  qualified  and  not  an  absolute 
sense.  In  other  words,  he  obtains  the  seat  under  certain 
restrictions  impc»ed  by  the  exeliange.  The  seat,  for  in- 
stance, is  not  inheritable  property  in  the  absolute  sense, 
although  of  considerable  value.  It  cannot  be  sold  or  trans- 
ferred to  a  person  whose  membership  would  prove  objeo- 
tionable  to  tiie  exchange.  Admisuon  to  the  exchange 
nsnally  takes  place  by  a  transfer  of  membership,  but  such 
transfer  can  only  be  made  if  the  name  of  the  proposed 
transferee  has  been  submitted  to  the  Committee  on  Admis- 
sion and  has  been  approved  by  it.  The  peculiarity  of  the 
property  rights  attaching  to  a  stock-exchange  seat  is  for- 
th^ illustrated  by  many  court  decisions  that  have  held  that 
H  is  not  property  of  such  a  character  as  to  be  included  in 
the  category  of  taxable  property.*  Thus  one  d'ecision  (San 
Francisco  v.  Anderson,  103  CaL  70)  holds  that : 

"What  such  a  seat  is  chiefly  appears  in  the  opinion  of  this 
court  in  Lowenberg  v.  Oreenebaum,  99  CaL  192;  in  that 
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case  ve  hdd  tlut  a  seat  in  said  board,  being  merely  'a  pex^ 
wnial  privilege  of  being  and  remaining  a  member  of  a  volun- 
tary association  with  the  assent  of  the  asBOciatcs,*  was  not 
property  that  would  pass  by  a  sale  under  a  common  writ 
of  execution;  and  following  the  views  there  expressed  we 
hold  that  it  has  no  SDch  quality  as  make  it  assessable  and 
taxable  as  property.  It  is  a  mere  right  to  belong  to  a 
certain  association  with  the  latter's  consent,  and  to  enjoy 
certain  personal  privileges  and  advantages  which  flow  from 
membership  of  such  association.  These  privil^cs  and  ad- 
vantages cannot  be  transferred  withoat  the  consent  of  the 
association,  and  a  forced  sale  of  them  would  not  give  to  the 
purchaser  the  light  to  occupy  said  'seat.'  " 

It  shonld  also  be  noted  that  the  holders  of  exchange  seats 
bave  no  proprietary  interest  in  the  property  of  exchanges, 
and  bave  no  right  to  any  proportional  part  of  it  upon  with- 
drawing. This  principle  is  based  upon  the  fact  that  ex- 
changes are  not  organized  for  gain,  and  that  they  have  no 
interest  in  the  business  profits  of  their  members.  Their 
fundamental  purpose  is  to  furnish  a  convenient  market 
place  for  their  members,  and  the  ownership  of  property 
by  them  as  an  organization  is  merely  incidental.  "But, 
unlike  the  relation  of  partners,"  according  to  Dos  Passes,* 
"a  member  of  the  exchange,  or  his  legal  representatives, 
has  no  right  to  call  for  an  acconnt  of  the  property  or  a 
division  of  the  same.  The  interest  of  each  member  in  the 
property  of  the  association  is  equal." 

The  market  value  of  stock  exchange  seats,  usually  quoted 
in  the  press  whenever  a  transfer  by  sale  is  made,  dep^ds 
chiefly  upon  the  limit  placed  by  the  exchange  upon  the 
nomber  of  memberships,  and  upon  the  supply  of  and  de- 
mand for  such  membeiships.    Other  things  being  equal,  the 

*Op.  dt.,  p.  S8. 
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price  of  seata  nsuall}-  flnctiutea  in  accordance  with  the  act- 
mty  of  bosinees  on  the  exchanges.  The  membership  of  the 
New  Tot^  Stock  Exchange  ia  limited  to  1,100  and  in  the 
case  of  most  of  the  smaller  American  exchanges  the  limit 
ranges  from  150  to  350.  In  some  instances  exchanges  have 
ondertaken  the  policy  of  pnrchasing  seats,  if  they  can  be 
obtained  at  a  favorable  price,  and  retiring  them  by  cancella- 
tirai.  The  effect  of  a  limited  membership  upon  the  marlcet 
value  of  the  privileges  going  therewith  is  parUcolarly 
noticeable  in  an  exchange  like  the  Paris  Bourse  where  mem- 
betship  at  a  recent  date  was  limited  to  70  and  where  the 
monopoly  privil^es  going  with  the  membership  have  at 
times  commanded  a  market  price  in  excess  of  2,000,000 
francs.  Flnctoations  in  the  prices  of  seats  on  the  leading 
American  stock  exchanges  are  as  great  as  those  occurring 
in  a  representative  list  of  leading  stocks,  the  price  of  a 
New  York  Stock  Exchange  membership,  for  example,  hav- 
ing varied  within  the  past  twelve  years  &om  a  Tninimnm 
of  (51,000  to  a  maximum  of  over  $100,000. 

Fnfennoe  of  Exchange  Members  to  the  Proceeds  at 
Defaulting  Members'  Beats. — ^In  view  of  the  large  market 
valae  often  attaching  to  seats,  it  is  important  to  note  that 
practically  all  American  stock  exchanges,  inclnding  the 
New  Tork  Stock  Exchange,*  have  a  rale  to  the  effect  that 
members  of  the  exchange,  if  they  are  creditors  of  an  insol- 
vent memler,  have  a  preferred  claim,  as  compared  with 
vataide  creditors,  to  the  proceeds  from  the  sale  of  the  seat. 
It  is  provided  that  npon  the  transfer  of  membership  the 
proceeds  thereof  shall  be  applied  to  the  following  porposea 
and  in  the  following  order  of  priority : 

(1)  The  payment  of  all  fines,  dues,  assessments,  and 
charges  of  the  exchange,  or  any  department  thereof,  against 
the  member  whose  membership  is  transferred. 

«  Article  XV.  Section  3. 
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(2)  The  payment  of  creditors,  meoubera  of  the  eocehange, 
at  firnu  registered  thereon,  of  all  filed  cliums  ariaing  from 
contracts  subject  to  the  rules  of  the  exchange,  if,  and  to 
the  extent  that,  the  claims  shall  be  allowed  by  the  Commit- 
tee on  AdmisBJons.  A  pro  rata  distribution  is  to  be  applied 
if  the  proceeds  are  insufficient  to  meet  such  claims. 

(3)  The  surplus  of  the  proceeds,  if  any  remains  after 
meeting  the  foregoing  purposes,  shall  be  paid  to  the  person 
whose  membership  is  transferred  or  his  legal  representa- 
tivea. 

Bules  of  this  character  have  been  frequently  opposed 
as  repugnant  to  justice.  Since  the  seat,  which  in  New  Tork 
ranges  in  value  from  (50,000  to  over  (100,000,  might  be 
the  only  ysloable  asset  of  the  bankrupt,  a  practice  of  ap- 
plying this  value  towards  the  paymoit  of  creditor  members 
in  full  to  the  exduaon  of  outside  creditors  is  declared  inde- 
fensible. On  the  other  hand,  such  rules  are  defended  by 
exchange  members  as  making  possible  the  acceptance  of  <Hie 
another's  obligations  for  large  amounts. 

Several  times  the  legality  of  exchange  rules  providing 
for  the  distribution  of  the  proceeds  of  a  seat  in  the  above- 
mentioned  order  of  priority  baa  be«i  questioned  in  the 
courts.*  According  to  the  facts  in  Hj-de  v.  Woods,  94  U. 
S.  523,  a  member  of  the  San  Francisco  Stock  Exchange 
became  a  banknipt  and  the  plaintiff  was  appointed  the 
assignee.  The  Ccmstitation  of  the  Exchange  contained  a 
proTunon  similar  to  that  stated  above.  The  seat  was  sold, 
and  the  purchaser  thereof  was  duly  elected,  and  the  por- 
cbase  price  was  paid  to  the  creditors  who  were  members  of 
the  exchange^  The  plaintiff  contended  that  this  distribu- 
tion of  the  proceeds  of  the  sale  was  an  unlawful  prefer<iice 
within  the  meaning  of  the  bankrupt  law,  Mr.  Justice  Hiller 
in  deciding  the  case  said  *. 

*  Hydo  e.  Wooifa,  M  D.  8.  S38;  Weston  v.  Ins,  g7  N.  Y.  338,  33B. 
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"There  is  no  navm  why  the  stock  board  shoold  not 
make  membership  subject  to  the  rule  in  qaes^ion  nnlen  it 
be  that  it  is  a  violation  of  some  statute  or  of  some  prindple 
of  pnUio  policy.  It  does  not  violate  the  provision  of  the 
bankmpt  law  against  preference  of  creditors,  for  sach  a 
preference  is  only  void  when  made  within  four  months 
iirerioos  to  the  commencement  of  the  haokrapt  proceedings. 
Nuther  the  banknipt  law  nor  any  principle  of  morals  is 
violated  by  this  provision  so  far  as  we  can  see.  A  seat  in 
this  board  is  not  a  matter  of  absolute  purchase.  Though  we 
have  said  it  is  property,  it  is  jncnmbered  with  conditicms 
when  purchased  without  which  it  could  not  be  obtained. 
It  never  was  free  from  the  conditions  of  article  15,  neither 
when  Fenn  bought  nor  at  any  time  before  or  since.  That 
rule  entered  into  and  became  an  incident  of  the  property 
when  it  was  created  and  remains  a  part  of  it,  into  whoee- 
soever  hands  it  may  come.  As  the  creators  of  this  right  — 
Hiis  property  —  took  nothing  from  any  man's  creditors 
when  they  created  it,  no  wrong  was  done  to  any  creditor 
by  the  imposition  of  this  condition. 


It  is  said  that  it  is  against  the  p<^cy  of  the  bankrupt 
law  —  agunst  putdic  policy  —  to  permit  a  man  to  make  in 
tluB  or  any  other  manner  a  standing  or  perpetual  appropria- 
ti<Hi  of  his  property  to  the  prejudice  of  his  general  credi- 
tors; and  it  is  to  this  point  that  the  numerous  authorities 
of  counsel  are  cited.  They  all,  however,  relate  to  cases 
idiere  a  man  has  done  this  with  property  which  was  his 
own  —  property  on  which  he  himself  imposed  the  direction 
or  the  incumbrance  which  impeded  creditors. 

It  is  quite  different  where  a  man  takes  property,  by  por- 
ehaae  or  otherwise,  which  is  subject  to  that  direction  or  dis- 
poaition  when  he  receives  it.  It  is  no  act  of  his  which  im- 
poMB  the  borden.    It  was  imposed  by  those  who  had  a  right 


110  THE  STOCK  MARKET 

to  do  it  aod  to  nuke  it  an  accompaniment  of  any  title  iHiidi 
they  pve  to  it." 

The  Ooramment  ot  EzebuiffeB.*— The  internal  organi- 
zation of  an  American  exchange  is  fixed  hj  its  constitntion 
and  by-laws.  The  system  of  organization  is  virtoally  the 
same,  differing  only  in  minor  details,  for  practically  all  the 
stock  exchanges  of  the  country.  In  fact  the  Constitution 
of  the  New  York  Stock  Exchange  seems  to  have  been  tued 
as  a  model  for  the  systems  of  organization  prevailing  with 
respect  to  most  other  exchanges. 

The  provisions  of  the  Constitution  of  the  New  York  Ex- 
change may  be  divided  into  two  distinct  gronps,  namely, 
those  that  outline  the  government  of  the  exchange,  and 
those  that  govern  the  business  conduct  of  its  members. 
According  to  the  first  group  of  provisions  the  whole  gov- 
ernment of  the  Exchange  is  vested  in  the  Qovcming  Com- 
mittee, consisting  of  the  president,  the  treasurer,  and 
forty  members,  the  president  and  treasurer  being  elected 
annually  and  the  forty  members  being  divided  into  four 
groups  of  ten  members  each,  the  term  of  office  of  one  of 
these  groups  expiring  every  year.  Directly  or  by  appeal 
the  Governing  Committee  is  vested  with  all  powers  neees- 
aary  for  the  government  of  the  Exchange,  the  promotion 
of  the  Exchange's  welfare  and  purposes,  and  the  regula- 
tion of  the  business  conduct  of  its  mvmbcni.  It  aho  poii- 
sesses  the  power  to  appoint  and  dissolve  all  standing  and 
other  committees;  to  define,  alter,  and  regulate  their  juria- 
dictioQ;  to  exercise  original  supervisory  jurisdiction  over 
all  matters  referred  to  such  committees ;  to  direct  and  con- 
trol their  actions  or  proceedings  at  any  stage;  and  to  try 
all  charges  against  members  of  the  Exchange  and  punish 
those  who  may  be  guilty. 
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ICo«t  of  tlie  details  relating  to  the  government  of  the 
Exchange  are  delegated  to  12  standing  comnuttees,  which 
are  appointed  by  the  Govsming  Committee  from  its  mem- 
hers,  and  which,  as  already  stated,  are  sabject  to  its  contnd 
and  superrisioa.  These  committees  and  their  duties  are 
the  foUow^ng :' 

1.  Committee  of  Arrangementt  (consisting  of  seven 
membcov},  which  has  general  care  of  the  Exchange,  which 
enforces  all  roles  and  regnlations  necessary  to  the  conduct 
of  business,  good  order  and  the  comfort  of  the  members, 
and  ■wbitsh  c<mtrols  and  regulates  the  quotation  service  and 
all  tdegraph  or  telephone  connection  with  the  Ex- 
change. 

2.  Committee  on  'Admistiont  (consisting  of  fifteen  mem- 
bers), which  considers  all  applications  for  membership  and 
all  applications  of  sospended  members  for  reinstatement  to 
thdr  privil^es.  An  afSrmative  vote  of  two-thirds  of  the 
C<Hnmittee  is  necessary  to  elect  to  membership,  or  to  re- 
state a  suspended  member. 

3.  Arbitration  Committee  (consisting  of  nine  members), 
which  investigates  and  decides  all  claims  and  matters  of 
difference  arising  from  contracts  subject  to  the  rules  of  the 
Wxfhange,  between  members  of  the  Exchange,  or  at  the  in- 
stance of  a  non-member  between  members  and  non-members. 
According  to  the  rules  this  Committee  may  dismiss  any  case 
and  refer  the  parties  to  their  remedies  at  law,  and  must 
so  refer  them  upon  joint  request  of  the  contestanta  Its 
decision  is  final  in  all  cases,  unless  an  appeal  be  taken  by 
a  member  of  the  C<Mnmittee,  or  in  cases  involving  a  sum 
of  *2,500  or  over  when  either  party  may  appeal  to  the  Gov- 
erning Committee.  When  a  non-member  makes  a  claim, 
be  is  required  to  execute  an  agreement  to  abide  by  the  rules 
of  the  Exchange,  and  also  a  full  release  of  said  claim. 
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4.  Committee  on  Butinega  Conduct  (eonsistinei  of  five 
members)  whose  duty  it  is  to  consider  matters  rdating 
to  the  bosinesB  condiict  of  members  with  respect  to  costo- 
mers'  accoonts  and  to  keep  in  toncb  with  the  course  of 
secarity  prices  on  the  Exchange  with  a  view  to  determining 
when  improper  transactions  are  being  resorted  to  with  re- 
spect to  these  sabjects.  It  is  empowered  to  examine  into 
the  dealings  of  any  members  and  to  report  its  fln^iwg^  to 
the  Governing  Committee. 

5.  Committee  on  Commisgiona  (consisting  of  five  mea- 
bers)  which  enforces  the  roles  releting  to  commiam<Hi8, 
partnerships  and  branch  offices,  and  which  is  instructed  to 
report  to  the  Governing  Committee  any  undesirable  part- 
nership  or  branch  ofSce  or  any  violation  of  the  commission 
rulea 

6.  Committee  on  Constitution  (consisting  of  five  mem- 
bers) to  which  are  referred  all  additions,  alterations,  or 
amendments  to  the  Constitution,  and  which  is  instmcted  to 
report  them  back  to  the  Ooveming  Committee  after  due  con- 
sideration. 

7.  Finance  Committee  (consisting  of  seven  members) 
which  examines  all  accounts  and  vonchers  and  acta  as  a 
board  of  audit,  reporting  the  results  of  its  examination  to 
the  Governing  Committee. 

8.  Committee  on  Insolvenciet  (consisting  of  three  mem- 
bers selected  from  the  Committee  on  Admissions)  which 
investigates  every  case  of  insolvency  immediately  after  the 
announcement  of  the  same,  and  after  ascertaining  the  cause 
of  the  failure  reports  the  resolt  of  its  examination  to  the 
Committee  on  Admissions. 

9.  Law  Committee  (consisting  of  five  members)  to 
which  are  referred  ell  questions  of  law  affecting  the  inter- 
ests of  the  Exchange.  It  acts  in  an  advisory  capacity  to  the 
executive  officers  of  the  Exchange  and  is  empowered,  whec- 
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ever  it  deems  it  neeeoBary,  to  examine  into  the  dealings  of 
any  member  o£  the  Exehaoge. 

10.  Committee  on  Quotationt  (coomsting  of  five  mem- 
ben)  which  has  charge  of  all  matters  relating  to  qnotsr 
tions,  and  which  is  entrusted  with  the  doty  of  approving 
or  disapproving  any  applicant  for  qaotaticms. 

11.  Committee  on  Securitiet  (consisting  of  five  mem- 
bers) irtiich  makee  the  roles  defining  the  TeqnirementB  for 
regolari^  in  ddivery  of  securities  dealt  in  at  the  Exchange 
and  decides  all  questions  relating  to  the  settlement  of  con- 
tracts subject  to  the  roles  of  the  Exchange,  of  dae  bills,  of 
irregolarities  in  secorities,  or  in  deliveries  thereof,  and  all 
qoestioiifl  rdating  to  reclamations  therefor. 

12.  Commi^ee  on  Stock  List  (consisting  of  five  mem- 
bers) which  receives  and  caosideTs  all  applications  for  the 
listing  of  Becorities  on  the  exchange  and  reports  its  findings 
and  recommendations  thereon,  together  with  foil  informa- 
tion, to  the  (Governing  Coinmitte& 

Suspension  and  EzpnUon  of  Hemben. — The  power  of 
SD^ending  or  expelling  members  constitutes  one  of  the 
most  important  functions  of  an  exchange  in  the  mainten- 
ance of  a  high  standard  of  bosiness  conduct  for  the  mutual 
protection  of  the  members  of  the  Ibcchange  as  well  as  the 
public.  What  the  coontries  of  continental  Eorope  seek  to 
effect  by  statote  in  the  discipline  of  brokers,  American 
exchanges,  as  onincorporated  associations,  aim  to  accom- 
plish by  their  own  roles.  As  pointed  oot  by  Dos  Fassos,* 
the  member  of  an  unincorporated  exchange  "has  do  rights 
of  a  higher  dignity  than  those  springing  ont  of  a  voluntary 
contract  between  himself  and  his  fellow  members.  Such 
contracts  are  opheld  when  they  are  not  unreasonable  or 
contrary  to  law  or  poblie  policy,  and  the  member  may 

*  J.  R.  Dos  Puna,  Op.  eil.,  p.  78. 
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thereby  Tolmitarily  sabject  himself  to  snminary  expolaioD 
for  catues  and  in  modes  which  would  not  be  justified  in 
the  case  of  a  chartered  corporation." 

Nnmerons  specific  acts  piiniahed  by  the  Exehanga  by 
fine,  crnspension,  or  expnlsion  were  stated  in  Chapter  V 
on  the  "RefTolation  of  Brokerage  Transactions  and  the 
Conduct  of  Brokers."  Not  only  do  American  exchanges 
possess  the  right  to  sospend  or  expel  members  for  viola- 
tion of  their  express  roles  and  for  fraudolent  acts  or  mis- 
statement of  msteiial  facts  in  the  application  for  mem- 
bership, but  also  for  certain  acts  that  may  not  be  speei- 
flcally  defined  by,  or  even  mentioned  in,  their  by-laws. 
ThoB,  many  acts  not  specifically  punishable  by  snspen- 
non  or  expnlsion  onder  the  Boles  of  the  New  York  Stock 
Exchange  may  be  indoded  onder  three  general  roles  that 
deserve  special  mention  namely,  Article  XVI,  Section  5, 
declaring  a  member  ineligible  for  reinstatement  in  case  his 
failore  or  a  failure  of  a  firm  registered  opon  the  Exchange 
and  of  which  he  is  a  partner  "has  been  eaosed  by  reck- 
less or  onbosinesslike  dealing";  Article  XVU,  Section  6, 
providing  for  the  suspension  or  expnlsion  of  a  member 
who  is  adjodged  guilty  of  "any  condoct  or  proceeding  in- 
consistent with  just  and  eqnitable  principles  of  trade"; 
and  Article  XVII,  Section  8,  authorixing  the  Governing 
Committee  to  suspend  any  member  from  the  exchange  for 
a  period  not  exceeding  one  year  "who  may  be  adjudged 
gnilty  of  any  act  which  may  be  determined  by  said  eom- 
mittee  to  be  detrimental  to  the  interest  or  welfare  of  the 
Exchange."  From  time  to  time  these  general  roles  are 
given  definite  interpretation  by  the  adoption  of  resolutions 
that  definitely  prescribe  certain  acts  as  "being  inconsis- 
tent with  just  and  equitable  principles  of  trade"  or  as 
being  "detrimental  to  the  interest  or  welfare  of  the  Etx- 
ehange." 
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J.  B.  Dm  Fhkm,  Tnatiie  on  tiu  Law  ef  Stodi  Brcka*  md  Stock 
SaAangn,  2d  ed.,  CaiBp.  n  mi  ''Leal  Nston  ct  Btodc 
EidiaiiflBB;  ChknetvaMloddentsof  Membenhqi'nteniii; 
and  BiikB  aod  Ragiilations  Tltenof,"  pp.1^16*. 

B.  YiM,  The  Butorv  and  MtUtoda  of  Ae  Pant  Bourm,  publuhed 


BearioD,  Senate  Doouraeot  No.  S73, 1910. 
mJe  Butfianw  Reiolatioas  in  Qtamuij,  pi 
NtHoiud    Motutary    CommUrion'a    BcpoH 
Impvial  BMldng  Laws." 
CooBtitutiao  of  the  Ne<r  York  Stock  Exdumge,  Aitiola  IX  to  XI, 


SlodE  Butfianw  Reiolatioas  in  Qmaaj,  pp.  221-328  of  tbe 
NtHoiud  Motutary  CommUrion'a  BcpoH  oo  "  Oemiany'fl 
'        '  '  ''silking  lAW!  " 


USTINQ  OF  SECURITIES 

PrtlnHKon  and  Importaaoe  of  lAMng. — Before  the 
stocks  or  boDdfl  of  any  corporation  con  be  dealt  in  on  the 
floor  of  an  exchange  they  must  be  "listed,"  which  means 
that  they  most  meet  to  the  satisfaction  of  the  proper  ex- 
change authorities  certain  prescribed  standards  of  legal- 
ity, secarity,  and  workmanship.  Listing  constitutes  the 
foundation  of  an  organized  security  market.  Experience 
has  shown  the  necessity  of  having  stock  exchanges  com- 
pel corporations,  when  desiring  to  obtain  for  their  securi- 
ties the  advantages  of  the  continuous  market  that  an  ex- 
change affords,  to  meet  reasonable  requirements  of  pub- 
licity and  to  issue  securities  in  proper  form.  Stock  ex- 
changes stand  between  the  corporations  and  the  public, 
and  one  of  their  primary  purposes  should  be  to  see  that 
the  interest  of  the  public  is  properiy  safeguarded  in  the 
issuance  and  marketing  of  securities. 

All  stock  exchanges  have  listing  requirements  which, 
however,  differ  somewhat  in  their  details.  The  require- 
ments >  of  the  New  York  Stock  Exchange  are  equal  in  their 
comprehensiveness  to  those  of  any  other  American  market 
and  will  be  used,  therefore,  as  the  basis  of  this  discussion. 
While  ultimate  control,  as  regards  this  Exchange,  is  vest- 
ed in  the  Governing  Committee,  there  is  appointed  an- 
nnally  from  its  membership  of  40  a  Committee  on  Stock* 
List,  composed  of  five  members,  whose  duties  are  to:* 

'  For  lilt  of  these  raquirementa  aee  Appotdix  VTI. 
■  Conatitution'of  the  New  York  Stock  Exchknge,  Article  XI,  Section  1, 
DivtBon  12. 
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"B«oeiTe  and  ctmsider  all  applications  for  placing  seeori- 
ties  np<m  the  list  of  the  Ezcliange,  and  make  report  and 
recommendation  thereon  to  the  Qoveming  Committee,  giv- 
ing fnll  statement  concerning  organization,  capitalization, 
resources,  and  indehtedness. 

It  shall  have  power  to  place  npon  the  list,  without  re- 
port and  recommendation  to  the  GoTeming  Committee, 
any  obligations  of  the  Government  of  the  United  States  or 
of  any  State  or  City  thereof,  or  of  a  foreign  State  or  City, 
also  temporary  receipts  issued  by  any  corporation  or  firm 
for  part  or  full  payment  of  subscription  to  bonds,  stocks, 
or  other  obligations;  and  it  shall  have  power  to  direct 
that  any  such  securities  or  temporary  receipts  be  taken 
from  the  list,  and  farther  dealings  therein  prohibited. 

It  shall  have  charge  of  the  arrangement  and  revision 
of  the  list  of  aecnrities." 

Applications  to  list  must  be  signed  by  an  execntiTe 
offteer  of  the  corporation,  mnst  be  filed  with  the  Secretary 
of  the  Exchange,  and  on  notice  additional  printed  or 
tjrpewritten  copies  mnst  be  filed  on  or  before  a  stipulated 
day  prior  to  the  date  set  for  consideration.  Every  appli- 
cation must  be  accompanied  by  a  payment  to  the  Ex- 
change of  $100  for  each  (1,000,000  or  portion  thereof  of 
the  par  value  of  each  class  of  security  sought  to  be  listed. 

IDsGonMpUoaa  Ooneemlng  the  Pnrpos«  of  Idsting. — 
Few  features  connected  with  the  mechanism  of  American 
stock  exchanges  are  so  generally  misinterpreted  as  re- 
gards their  underlying  purpose  as  the  listing  of  securities. 
The  popular  conception  too  frequently  implies  that  when 
the  New  York  or  some  other  Stock  Exchange  admits  a 
security  to  its  list  it  recommends  that  security  for  favor- 
able consideration  by  investors  and  speculators. 

This  conception  is  entirely  wrong.  In  listing  a  security 
the  Exchange  in  no  sense  assumes  responsibility  for  future 
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fluctuations  in  the  price  or  the  intrinsic  worth  ot  that 
security.  It  expressly  disclaims  any  intenti<Hi  to  either 
recommend  or  condemn  any  security  or  to  associate  with 
its  listing  any  guarantee  of  value.  Its  function  is  to  make 
available  to  the  world  an  open  and  continuous  market  in 
such  stocks  and  bonds  as  meet  its  prescribed  standards  of 
legality  and  form,  and  questions  of  price  and  value  are 
left  entirely  to  the  decision  of  the  individual  investor  or 
speculator.  The  mere  fact  that  a  security  can  be  bought 
and  sold  on  an  exchange  should  never  be  regarded  as  a 
guarantee  against  the  risks  inherently  associated  with  the 
ownership  of  stocks  and  bonds,  or  as  a  safeguard  to  pro- 
tect fools  or  unthinking  individuals  from  the  consequenees 
of  their  mistaken  judgment.  In  fact  the  authorities  of 
our  exchanges  have  even  taken  the  position  that  an  ex- 
change cannot  properly  condemn,  approve,  or  criticise 
the  reports  of  corporations,  since  by  doii^  so  the  exchange 
would  be  instrumental  in  passing  judgment  upon  the  value 
of  securities. 

A  moment's  reflection  will  show  that  the  attitude  of 
the  New  York  Stock  Exchange  cannot  be  other  than  that 
just  stated,  and  that  no  system  of  listing  can  be  devised 
that  will  be  a  substitute  for  the  judgment  of  the  indi- 
vidual. Id  the  first  place  the  Exchange  cannot  make  a 
special  investigation  of  the  intrinsic  value  of  the  tangible 
and  intangible  property  of  the  hundreds  of  corporations 
whose  securities  are  listed,  and  whose  property  interests 
are  scattered  all  over  the  country.  The  expense  and  labor 
involved  preclude  the  possibility  of  any  exchange  sending 
experts  to  all  parts  of  the  country  with  a  view  to  exam- 
ining, for  instance,  all  the  plants  of  the  numerous  indus- 
trial corporations  that  apply  for  the  listing  privilege.  Ex- 
pert opinions  might  be  called  for  but,  since  the  bodneH 
of  nearly  all  corporations  is  ^teculative  in  character,  it 
would  be  difficult  to  know  whose  valuation  to  accept. 
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Even  aantming  that  the  tan^ble  property  of  a  large  eor. 
poratifHi  eonld  be  fairly  estimated,  snch  estimates  would 
only  be  of  temporary  value.  The  stock  market  is  a  "mar- 
ket for  ine<niie8,"  and  pricee  and  Talnes  change  as  Uie  in- 
come of  the  corporation  is  afEected,  differently  at  different 
times,  by  the  nomeroos  factors  that  influence  the  prosperity 
of  the  company.  Periodical  examinations  woold  be  essen- 
tial, therefore,  and  the  assumption  of  that  daty  with  refer- 
ence to  the  entire  list  of  corporations  is  clearly  a  practical 
impossibility.  Nor  has  the  Exchange  the  power  to  act  as 
a  eenaor  of  the  nomerons  corporation  managements  and 
to  dictate  their  actions  and  bnsineBs  policy. 

Advantafas  of  Idsting. — ^If  then  the  Exchange  in  no 
sense  recommends  or  gnoranteee  the  intrinsic  worth  of  se- 
eorities,  what  is  the  function  of  listing  T  The  answer  is 
that  the  New  York  Stock  Exchange,  for  example,  rigidly  re- 
qtures  every  corporation  seeking  admission  to  its  list  to 
comply  with  a  definite  set  of  roles,  calling  for  several 
hundred  items  of  information,  the  strict  enforcement  of 
which  gives  reasonable  assorance  to  the  public  that  the 
securities  are  legally  issued,  are  prepared  in  proper  form 
as  regards  their  text,  are  Burrounded  by  all  reasonable 
safeguards  against  counterfeiting  or  misuse,  and  repre- 
sent, at  the  time  of  listing,  a  legally  organized,  solvent, 
and  going  bumness  concern.  While  the  Exchange  does 
not  guarantee  any  security,  or  even  affirm  the  tmthfol- 
ness  of  the  statements  filed  by  the  corporation,  it  does 
certify  that  due  diligence  and  caution  have  been  tised  in  ex- 
amining tbe  securities  with  reference  to  the  above  men- 
tioned features.  For  this  reason  "admissioQ  to  the  list," 
to  quote  tbe  Report  of  tbe  Hughes  Committee  on  Specula- 
tion in  Securities,  "estabUshes  a  presumption  in  favor  <A 
the  soundness  of  tbe  security  so  admitted, ' '  and ' '  tbe  Ccmi- 
mittee  on  Stock-List  constitutes  one  of  the  most  important 
parts  of  the  Exchange's  organization,  ^ce  public  e<m- 
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fidence  depends  apon  the  honesty,  impartiality,  and  thor- 
oughnesB  of  its  work. ' ' 

Despite  its  limitations,  listing  affords  to  the  public  and 
to  the  corporations  involved  various  advantages  in  addi- 
tion to  those  just  mentioned.  The  first  of  these  is  publicity, 
probably  the  best  safe^ard  that  investors  can  have.  Of 
the  varioos  agencies  that  in  recent  years  have  furthered  the 
progress  of  publicity  on  the  part  of  corporations,  American 
stock  exchanges  are  entitled  to  a  leading  place.  The  service 
in  this  respect  has  been  rendered  through  two  main  chan- 
nels, namely  (1)  by  compelling  corporations  to  enter  into 
agreements  with  tbe  Exchange  to  furnish  to  their  stock- 
holders periodical  reports  of  their  physical  and  financial 
condition,  to  give  prompt  notice  of  all  actions  with  respect 
to  dividends,  interest,  or  privileged  subscriptions,  and  to 
promise  not  to  dispose  of  their  interests  in  subsidiary  cor- 
porations, except  on  direct  authorization  of  the  sharehold- 
ers; and  (2)  by  making  public  all  the  facts  acquired  in  the 
process  of  listing. 

The  New  York  Stock  Exchange  has  proceeded  on  the 
theory  that  all  the  information  obtained  in  response  to  tbe 
numerous  inquiries  that  corporations  must  answer  as  a  pre- 
requisite to  listing  (to  be  discussed  later)  should  be  made 
public  for  the  benefit  of  those  who  cannot  have  access  to  the 
records  of  tbe  company.  In  publishing  the  applications  all 
references  to  rosy  prospectuses  are  avoided  by  the  Exchange^ 
and  only  the  facts  are  recited.  Consideration  by  the  aa> 
thorities  entrusted  with  listing  is  refused  in  the  case  of  all 
information  that  cannot  be  published  to  the  shareholders, 
and  all  facts  that  the  Exchange  obtains  the  public  can  also 
receive.  An  application  for  listing,  however,  is  considered 
confidential  until  approved,  but  when  approved  all  facts 
obtained  become  matters  of  public  information.  Any  one 
applying  to  the  Secretary's  office  may  secure  any  infonna< 
tion  possessed  by  the  Exchai^  concerning  the  company  or 
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its  seenritiei.  Horeorer,  the  agreement  between  the  cor- 
poration and  the  Exchange,  providing  for  the  pnblicaticai 
of  animal  reports  of  a  complete  and  detailed  character, 
aerres  as  a  distinct  benefit  to  inTeetors  in  enabling  them  to 
determine  for  themselves  the  merits  of  the  secnrities  that 
they  may  contemplate  porchsaing. 

Listing  also  gives  stocks  the  benefit  of  a  broad,  continuons 
market  where  sales  can  be  effected  with  the  least  waste  of 
time  and  the  Hmallest  price  fluctoations  between  sales,  that 
is,  listing  places  stocks  on  a  higher  plane  of  convertibiliQ^. 
This  advantage  la  well  explained  by  Lawrence  Chamber- 
lun  in  the  followii^  statement:' 

"Probably  the  error  at  the  bottom  of  the  listed-bond  fal- 
lacy is  this :  the  difference  between  stock-market  and  bond- 
market  conditions  is  not  generally  appreciated.  In  several 
respects  stocks,  unlisted  and  nnenrrent,  are  not  so  desirable 
as  listed.  Stocks  as  a  class  sadly  need  even  the  slight  over- 
si^t  that  listing  achieves;  and  as  for  salsbility,  even  hi^- 
grade  shores,  snch  as  those  of  the  New  England  banks  and 
mills,  suffer  badly,  at  times,. in  liqnidation,  for  lack  of  a 
broader  market.  Too  generally  are  iinlisted  and  nnenrrent 
stocks  interchangeable  terms.  But  not  to  snch  an  extent, 
bonds.  The  great  system  of  American  bond  hooses,  which 
h^a  no  like  in  any  European  country,  is  really  an  immense 
exchange  in  itself,  reaching  out  with  its  branch  offices  and 
traveling  representatives  over  the  more  settled  parts  of  the 
United  States  and  Canada.  This  system,  with  the  ajd  of 
tel^raph  and  telephone,  fulfills  for  most  purposes  the  le- 
gitimate fonctions  of  an  investment  exchange.  There  is  of 
coarse  no  similar  system  for  stocks — ^no  federation  of 
hooses,  handling  nncorrent  and  unlisted,  <u  well  as  listed 
stocks,  that  through  the  medium  of  an  extended  clientele 

■  Ltamaao  Chamberi^  The  PrituijiUi  qf  Bond  ItwttlmmU,  p.  M. 
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and  a  lii|^  developed  street  brdiavge  bosmees  pnta  bnyw 
and  seller  in  reasonably  qoick  eommunication.  Unlisted 
stocks,  therefore,  are  not  cm  the  ■ame  plane  of  eonvutibility 
as  onlisted  btrnds." 

Closely  associated  with  the  greater  convertibility  of  listed 
stocks  is  their  greater  hypothecary  valae.  Gener^ly  speak- 
ing, listed  stocks  are  more  acceptable  as  collateral  for  bor- 
rowing purposes  than  unlisted  ones  because  they  are 
cnrreiitly  quoted  on  the  tape  and  in  the  press;  and  sach 
qaotations,  as  already  explained,  reflect  under  nonnal 
conditions  the  judgment  of  the  entire  market  and  are  the 
expresrion  of  the  combined  opinion,  made  public  by  actual 
purchases  and  sales,  of  those  best  able  to  analyze  present 
and  prospective  values.  The  greater  frequency  and  vol- 
ume of  sales  on  an  exchange,  with  comparatively  small 
fluctuations  'between  transactions,  also  serve  as  a  pro- 
tection to  holders  of  collateral  in  case  of  forced  liquida- 
tion. In  fact,  the  more  active  a  security  is,  the  less 
necessary  is  a  knowledge  of  its  inherent  worth  for  bor- 
rowing purposes.  This  fact  is  so  commonly  recognized 
that,  as  Chamberlain  states:  "the  loan  clerks  of  the  New 
Tork  banks  that  cater  to  brokerage  houses  are  too  Ukely 
to  make  loans  with  an  eye  solely  to  the  quotations  of  the 
day."  Even  with  reference  to  bonds  Chamberlain  con- 
cludes that  :* 

"In  making  loans  upon  collateral,  other  oonditiani  ntv 
in,  which  give  listed  bonds  a  decided  advantage.  A  bank 
has  not  the  time  or  personal  interest  to  investigate,  as 
a  purchaser  should,  the  character  of  collateral  security. 
From  the  nature  of  commercial  banking,  personal  credit 
is  the  specialty ;  collateral  credit  or  credit  Instnuneuts  are 

*lnmoooCtmaiiinlaia,Tlm  Prmniflm  «f  Betti  Inmtntmt,  p.W. 
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aeeonda^.  The  nAtional  bank  and  the  troBt  eompany 
look  upon  tisted  secorities  as  authentic ;  reference  is  easy 
to  cmrent  quotations  as  the  basis  for  appraisal  and  loan. 
Therefore,  listed  securities  are,  in  general,  more  accept- 
able. In  taking  them  the  bank  moves  along  the  line  of 
least  resistance;  the  loan  dei^  has  less  thinkiBg  to  do." 

To  purchasers  and  sellers  of  seeoritieB  listing  givta  the 
protection  and  safeguards  th&t  organized  stock  exchanges 
afford  in  regulating  brokerage  transactions,  in  enforcing 
well  defined  usages  and  customs,  and  in  '"■'"*"""ie  S 
high  standard  of  eonimercial  honor  among  brokers.  More- 
over, exchange  bnsineeB  is  transacted  at  a  uniform  comp 
misdoQ  and  at  a  lower  rate  than  is  often  charged  for  the 
sale  of  unlisted  and  nncurrent  securities.  Holders  of  list- 
ed securities,  even  though  these  securities  may  not  be 
pledged  as  collateral,  also  have  the  benefit  of  constant 
quotations  from  day  to  day  that  are  representative  of 
the  general  judgment,  and  have  the  assurance  that  they 
can,  at  any  time,  and  at  approximately  the  prevailing 
price,  convert  their  holdings  into  cash. 

Lastly,  to  the  corporation  listing  affords  a  regolar  mar- 
ket with  daily  quotations  that  are  widely  circulated 
through  the  press  and  otherwise.  Its  securities  are,  there- 
fore, kept  prominently  before  the  public  and  are  given  a 
certain  degree  of  advertisement  and  popularization.  AH 
the  preceding  advantages  serve  to  make  their  securities 
more  attractive  to  the  public  than  they  otherwise  would 
be.  It  is  for  this  reason  that  promoters  find  listing  on  an 
exchange  a  valuable  aid  in  the  distribution  of  their  securi- 
ties, and  that  financial  houses  interested  in  the  flotation 
of  securities  nearly  always  state  prominently  in  their 
advertisements  of  the  issues  that  application  has  been 
or  win  be  made  to  list  the  same  on  certain  recognized 
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litOag  Baqidrttmentf  of  the  Few  ToriE  Stock  Sxduuig*. 

— The  extent  to  which  the  New  York  Stock  Exchange,  with 
$38,000,000,000  par  value  of  listed  stocks  and  honds,  ex- 
eltisive  of  Liberty  Bond  iBsues,  has  sought  to  safeguard 
the  admissioQ  of  securities  to  its  market  becomes  apparent 
tipon  an  analyBis  of  its  listing  requirements,  as  published 
under  date  of  November  1,  1920.*  These  requirements  in- 
clude numerous  statements  and  promises  that  may  be 
briefly  abstracted  and  classifled  under  the  following  nine 
heads: 

1.  Orgaitizatioti  of  tk»  Corporation  and  tlu  Nature  of 
Its  Securitiea. — For  an  original  listiii^  every  railroad  cor- 
poration must  recite  its  title,  date,  and  state  of  organisation, 
and  authority  for  the  same ;  special  rights  or  privileges  ob- 
tained under  the  charter ;  the  amount  of  capital  stock  au- 
thorized, issued,  and  applied  for;  par  ^alue;  rate  of  divi- 
dend ;  voting  power ;  whether  the  capital  stock  is  full  paid 
and  ncm-BSsessable ;  whether  personal  liability  attaches  to 
ownership;  whether  preferred  stock  has  been  authorized 
and  the  preference  of  such  stock  as  to  dividends  and  distri- 
bution of  assets ;  the  purpose  of  the  issue  and  the  applica- 
tion of  the  proceeds ;  the  amount  issued  for  securities,  can* 
tracts,  and  property;  and  a  statement  of  additional  prop- 
erty to  be  acquired.  All  listed  bonds  must  also  be  fully 
described  as  to  their  title,  denominations,  maturity,  rates  of 
interest,  form,  and  all  other  essential  features.  The  cor- 
poration must  also  furnish  a  statement  of  the  amount  of 
mortgage  liens  and  other  indebtedness  or  liability,  jointly 
or  severally,  for  leases,  guarantees,  rentals,  and  car  trusts, 
and  the  terms  of  payment  thereof ;  the  distribution  of  se- 
curities and  the  application  of  the  proceeds ;  and  an  income 
aeconnt  for  one  year  and  a  balance  sheet  of  recent  date. 

■Only  the  mora  important  requiremeota  m  rrfcmd  to  in  the  tact 
Pbr  k  complete  copy  of  the  Urting  raquimattita  of  tbo  New  York 
Stock  KrchMne,  ne  Appeodiz  VII. 
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Saeli  eorpoBiUoa  mmt  aln  faniidt  the  ntme  ud  kwttkta 
of  its  tnncfer  agent  and  registrar,  tlte  addreH  of  Ita  nuln 
office,  a  elawified  list  of  its  officers  and  direotort,  the  date 
and  plaee  of  the  awT'Tiiil  meeting,  and  the  end  ot  Its  flioal 
year.  Sobetantially  the  same  reqnirementa  are  demanded 
from  industrial  and  mining  corporations,  except  that  the 
reqniranents  are  modified  in  some  partioolart  In  order  to 
adapt  them  to  the  particular  class  of  corporation. 

2.  OtBcription  of  t\»  Property. — Railroad  oorporatlou 
mnst  redte  in  their  applications  for  listing  the  location  and 
ronte  of  the  road;  description  of  the  property  and  the  total 
mileage  in  operation;  contemplated  extensions;  and  the 
total  eqnipmenL  CoT3K)rations  other  than  railroad  and 
mining  companiea.  most  state  whether  they  represent  in 
OTiginal  organization  or  a  conscdidation  of  previously  eiiit' 
ing  firms  or  eorporati<nis.  If  a  consolidation,  a  concise  hlS' 
tory  of  the  organisation  and  the  names  and  loeatlims  ot 
eonstitnent  companies  owned  in  whole  or  In  part  mnst  tie 
furnished.  Sneh  corporations  mnst  also  give  a  full  desffrtp- 
ticn  of  the  property,  real,  personal,  and  leased;  the  rsitl 
estate  owned  in  fee,  acreage  and  Location,  and  the  tthtrvAtir 
of  ba3dings  thereon ;  the  nature  and  Rhara/iter  tit  ttm  {/rth 
doct  manu&etnred;  the  efaaraeter  of  the  biisfnM»  Vt  tm 
transacted,  the  dDzmtioD  of  the  Wutrter  and  ehsft«ni  <yf  msh 
■diaiy  eoBpanies ;  and  an  jqieeial  rigbl*  and  pfi  vHeKw  UM^ 
Tqred  to  the  eorpovstMa  onder  its  durter,  f/r  Ui  AirmUtn 
anda-tkebr^swL  l^aD^-nrpantiaminM/i/lii^mUiunuuir- 
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D.  (1)  Ore  reserres  compared  with  pmrioiu  jretn 
dtowing  separately  aa  to  character  and  metal  content;  (2) 
estimate  of  enf^eer  as  to  probable  life  of  mines;  (3)  proba- 
bilities by  further  exploration. 

E.  (1)  Provifiitsifl  for  smelting  and  eoneentration;  (2) 
cost  of  (a)  mining,  (b)  milling  and  smelting,  (c)  trannpor- 
tation;  and  (3)  proximity  of  property  to  railway  or  other 
common  carrier. 

F.  Properties  in  process  of  development;  income  ae- 
eonnt  if  available,  guarantees  for  working  capital  and  for 
completion  of  development. 

G.  Total  expenditnres  for  preceding  five  years  for  ac- 
qoiaitioD  of  new  property,  development,  proportion  charged 
to  operations  each  year, 

H.  (1)  Policy  as  to  depletion;  (2)  acquisition  of  nsir 
pn^>erly;  (3)  new  constraction  and  development 

L  Annaal  reports  for  preceding  five  years,  showing 
nnmber  of  tons  of  ore  treated,  average  assay,  yield,  per- 
oentage  of  extraction,  recovery  per  ton  of  ore." 

3.  Engraving  of  Securities. — In  view  of  the  enormooa 
amount  of  the  naticm's  wealth  represented  by  bonds  and 
stock  certificates,  and  the  free  and  easy  manner  in  which 
title  to  these  evidences  of  wealth  changes  hands,  it  is  of 
the  utmost  importance  that  every  possible  precaution  be 
taken  in  the  making  of  snch  securities  to  afford  the  greatest 
possible  security  against  counterfeiting.  It  is  for  this  rea- 
■on  that  all  stocks,  bonds,  coupons,  and  certificates  of  de- 
pomt,  in  order  to  be  eligible  for  listing,  must  be  engra^d 
in  the  best  manner  and  in  strict  accordance  with  the  de- 
mauds  of  the  Exchange.  All  such  securities  must  be  printed 
fnnn  at  least  two  steel  plates,  namely:  "A  face  plate  con- 
taining the  vignettes  and  lettering  of  the  descriptive  or 
promissory  portion  of  the  document,  which  should  be  printed 
in  black,  or  in  black  mixed  with  a  color,  and  a  tint  plate 
from  i^ch  shoold  be  made  a  printing  in  color  underlying 
imp<»taiit  porU<Hi8  of  the  face  printing.    The  imprenflo 
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£naa  tliese  two  plates  most  be  so  made  npon  the  paper 
tliat  the  combined  effect  of  the  whole,  if  photograpbed, 
would  be  a  eonfnsed  maaa  of  lines  and  forms,  and  so  give 
ai  eflectoal  aecnrity  as  passible  against  coonterfeiting  by 
any  process." 

Each  denomination  of  bonds  must  be  so  djstinctiTe  in 
appearance  and  color  as  to  make  it  readily  distingaishaUe 
from  other  denominations  and  issnea.  For  each  class  of 
stock  issaed  separately  engraved  plates,  distinctiTe  in  cdoe, 
most  be  need  in  order  to  distingoisb  certificates  for  100 
shares  from  those  for  smaller  amoimts.  Certificates  for  100 
shares  most  also  have  tbe  denomination  engraved  thereon  in 
words  and  flgores ;  and  where  the  certificate  is  iasaed  for 
less  than  100  shares  "there  shall  be  engraved  thereon  some 
device  whereby  the  exact  written  denomination  ot  the  certi- 
ficate may  be  demgnated  distinctly  by  perforation,  and  also 
conspicaonaly  the  words, '  certificate  for  less  than  one  hxm- 
dred  shares.' "  Any  impress  by  a  hand  stamp  on  any 
security,  except  for  a  date  or  power  of  snbstitati<m  is 
objected  to  by  the  Committee.  It  is  also  worthy  of  note 
that  tbe  name  of  the  engraving  company  mnst  appear  npon 
the  face  of  every  certificate  of  stock,  bond,  and  tonpor- 
ary  rec^pt,  and  upon  the  face  of  each  conpon  and  the  title 
panel  of  the  bond,  and  that  no  certificate  or  secnrity  will 
be  accepted  unless  engraved  by  a  company  whose  woA  has 
been  approved  by  the  Governing  Committee  of  the  Ex- 
change. 

4.  The  Printed  Text  of  Seewitiea. — Besides  regulating 
the  engraving  of  secnrities,  the  Exchange  controls  the  gen- 
eral outline  of  the  printed  text  of  securities.  Thus,  in  the 
case  of  bonds,  the  Exchange  takes  the  pootion  that  the  aver- 
age bondholder  rarely  consults  the  mortgage  securing  the 
bond,  and  that,  while  it  is  not  desirable  to  make  the  bend 
recite  all  facts  in  too  great  detail,  it  is  essential  that  there 
should  be  an  inmstenoe  upon  soffieimt  reference  being  made 
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to  all  vital  features  bo  that  holders  of  the  bonds  m^  have 
due  notice  of  all  important  facts  in  the  mortgage,  thus 
^ving  them  the  opportunity,  if  they  so  dee^'e,  of  consnlting 
the  details  of  the  mortgage  itself.  For  this  reason  the  cor- 
poration  submits  to  the  Committee  on  Stock-List  a  draft  of 
the  bond,  together  with  a  copy  of  the  mortgage  or  inden- 
ttire,  with  a  view  to  having  the  same  passed  apon  by  the 
Committee  and,  if  necessary,  revised.  The  text  of  the 
bond,  according  to  the  listing  requirements,  must  recite 
the  privileges  and  conditions  of  issuance,  the  denomination, 
date,  dne  date,  rate  of  interest,  how  and  where  payable, 
redemption  by  sinking  fond  or  otherwise,  the  terms  of  ex- 
change or  convertibility  into  other  securities,  and  all  other 
nnosaal  features.  All  bonds  that  may  be  issued  inter- 
changeably in  coupon  and  registered  form,  or  that  are 
registered  and  not  interchangeable,  or  that,  if  issued  in 
denominations  of  $100,  are  exchangeable  into  coupon  bonds 
for  $1,000  each,  moat  bear  prescribed  legends  reciting  all 
essential  facts  necessary  to  render  convenient  and  certain 
anch  interchangeability.  When  bonds  are  denominated  in 
foreign  moneys,  it  is  recommended  that  the  standard  value 
in  United  States  gold  coin  be  stated,  and  that  the  text  of 
the  bond  be  given  in  the  English  language  with  the  foreign 
text  in  a  parallel  column,  the  English  text  to  govern  the 
interpretation.  Moreover,  since  the  bulk  of  trading  is  in 
the  Borough  of  Manhattan,  the  Exchange  insists  that  all 
notices  must  be  published  at  least  in  the  Borough  of  Man- 
hattan, thus  making  it  impossible  for  an  unscrupulous  man- 
agement to  claim  that  the  company  complied  with  the 
terms  of  the  mortgage  by  publishing  notices  elsewhere  in 
the  City  of  New  York. 

The  text  of  stock  certificates  most  "recite  ownership,  par 
value,  whether  shares  are  full  paid  and  non-assessBble, 
terms  of  redemption,  preference  as  to  dividends,  voting 
power,  or  other  privilegeB,  including  distribntiini  of  assets 
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in  the  ereut  of  the  diflsolnticHi  of  the  etnporatioiL"  Com- 
mon-Htock  certificates  must  recite  the  preferences  of  the 
preferred  stock,  since  the  holder  of  common  stock  ahonld 
know  what  rights  rank  ahead  of  his  stock.  As  an  additional 
safe^foard  all  certificates  most  contain  the  following  legend : 
"This  certificate  is  not  valid  until  countersigned  by  the 
transfer  agent,  and  registered  by  the  registrar."  The 
transfer  agent,  it  should  be  noted,  is  the  agent  of  the  com- 
pany and  serves  as  a  check  for  the  company  in  the  issuance 
of  securities.  The  r^istrar,  on  the  other  hand,  is  not  the 
agent  of  the  company  bnt  acts  under  the  authority  of  the 
Exchange.  The  r^istrar,  therefore,  will  not  register  stock 
until  authorized  to  do  so  by  the  Exchange,  thus  serving  as 
a  check  against  the  wrongful  issuance  of  stock  by  the  com- 
pany. The  irrevocable  power  of  attorney,  together  with  the 
IhU  of  sale  and  power  of  sabstitution  found  upon  the  re- 
verse side  of  the  certificate,  is  also  prescribed  in  the  listing 
requirements  of  the  Exchange. 

5.  Transfer  and  Registry. — ^Besides  prescribing  the  text 
and  form  of  securitiee  the  Exchange  supervises  thur  trans- 
fer and  r^istry  in  certun  important  particulars.  Every 
corporaUoQ  making  application  for  listing  securities  must 
agree  "to  maintain  a  transfer  office  or  t^^ency  in  the 
Borough  of  Manhattan,  City  of  New  York,  where  aU  listed 
securities  shall  be  directly  transferable,  and  the  principal 
of  all  listed  securities  with  intereet  or  dividends  tiiereon 
shall  be  payable;  also  a  registry  fifiice  in  the  Borough  of 
Manhattan,  City  of  New  York,  other  than  its  transfer  office 
or  agency  in  said  City,  where  all  listed  securities  shall  be 
registered."  Both  the  transfer  agent  and  the  registrar 
must  he  acceptable  to  the  Committee  on  Stock-List.  The 
re^strar  is  forbidden  to  register  any  listed  stock  unless 
authorized  1^  the  Committee  and  is  required  to  file  with 
the  Secretary  of  the  Exchange  an  agreement  to  comply 
with  all  regnirementfl  pertaining  to  registration.    The  Ccm- 
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mittee  mnst  approve  axxy  change  by  a  earpantiaa  of  a 
transfer  agency,  a  re^strar  of  its  stock,  or  of  a  trustee 
of  its  bonds  or  other  securities;  and  a  trust  company  or 
other  agency  may  not  at  the  same  time  act  as  transfer  agent 
and  registrar.  When  stock  is  transferred  at  the  company's 
own  office,  the  transfer  agent,  anthomed  to  coontendgn 
certificates,  most  be  an  individual  other  than  an  officer 
authorized  by  the  company  to  sign  certificates  of  stock.  The 
following  additional  requirements  are  also  stipulated : 

"The  entire  amount  of  the  capital  stock  of  a  corporation 
listed  upon  the  Stock  Exchange  must  be  directly  transfer- 
able at  the  transfer  office  of  the  corporation  in  the  Borou^ 
of  Manhattan,  City  of  New  York.  When  a  corporation 
makes  transfer  of  its  shares  in  other  cities,  certificates  shall 
be  interchangeable,  and  identical  in  color  and  form,  with 
the  New  York  certificates,  except  as  to  names  of  transfer 
agent  and  registrar;  and  the  combined  amounts  of  stocka 
refpstered  in  all  cities  shall  not  exceed  the  amount  author- 
ized to  be  listed. 

Interchangeable  certificates  must  bear  a  legend  reciting 
the  right  of  transfer  in  New  York  and  other  cities. 

The  registrar  must  file  with  the  Secretary  of  the  Stock 
Exchange  an  agreement  to  comply  with  the  requirements  in 
regard  to  registration  and  not  to  register  any  listed  stock, 
or  any  increase  thereof,  until  authorized  hy  the  Committee. 

Certifications  of  registry  must  be  dated  and  signed  by  an 
authorized  officer  of  the  registrar. ' ' 

6.  Papers  to  be  FUed  with  Applicaficns  for  Listing. — 
For  listing  stocks  these  papers  comprise  (1)  copies  of  the 
charter  or  articles  of  incorporation,  the  by-laws,  all  leases 
and  special  agreements,  the  resolutions  of  stockholders  au- 
thorizing the  issue  and  the  action  of  the  directors  there- 
under, and  the  resolutions  of  the  Board  of  Directora  au- 
thorizing  the  listing  of  securities  applied  for;  (2)  certifi- 
cates showing  the  proper  authority  for  the  isaue,  and  the 
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amoant  of  securities  r^^atered  &t  the  date  of  application; 
(3)  a  map  of  the  property  and  contemphited  eztensiaiia, 
and  a  report  of  a  doly  qoalified  engineer  covering  the 
present  physical  condition  of  the  property;  (4)  specimens 
of  all  secnritifls  applied  for;  and  (5)  an  opinion  of  counsel, 
who  is  not  an  ofBcer  or  director  of  the  corporation, 
or  otherwise  connected  with  the  corporation,  as  to  the  legal- 
ity of  the  authorization  and  issae  of  securities. 

In  addition  to  the  forgoing  the  corporation  moKt  file, 
when  listing  honds,  copies  of  the  mortgage  or  indoitare^ 
together  with  an  opinion  of  counsel  covering  the  validi^ 
of  the  issae,  and  a  trustees'  certificate  covering  the  accept- 
ance and  issuance  of  the  bonds,  the  securities  held,  and  the 
eancellati<m  or  deposit  of  underlying  secorities  and  prior 
liens. 

7.  Agreements  to  le  Observed  hy  Corporationt  Apply- 
ing  to  List  Securities. — ^Various  agreements  are  exacted  hy 
the  Exchange  in  the  interest  of  publicity  and  for  the  pro- 
tection of  the  public  agunst  certain  forms  of  gross  manipu- 
lation formerly  practiced.  The  most  far-reaching  of  these  ia 
the  agreement  that  the  corporation  will  "pahlish  at  least 
once  in  each  year  and  submit  to  the  stockholders,  at  least 
fifteen  days  in  advance  of  the  annual  meeting  of  the  cor- 
poration, a  statement  of  its  physical  and  financial  condition, 
an  income  account  covering  the  previous  fiscal  year,  and 
a  balance  sheet  showing  assets  and  liabilities  at  the  end  of 
the  year;  also  annually  au  inccnne  account  and  balance 
sheet  of  all  constituent  subsidiaries,  owned  or  controlled 
c<Hnpaniea ;  or  a  consolidated  income  account  and  a  cona6Ii< 
dated  balance  sheet"  Proper  notice  of  the  issuance  of 
rights  or  sohecriptions  to  its  securities  must  be  given  to  the 
Exchange  by  every  corporation,  so  that  holders  of  listed 
securities  may  he  afforded  a  sufficient  time  within  which 
to  record  their  interests.  Every  corporation  agrees  to  pub- 
lish promptly  and  to  notify  the  Exchange  of  any  action  in 


133  THE  STOCK  MARKET 

respect  to  t^Tideada,  interest,  or  privileged  sabBcripti<Bi8, 
and  to  give  the  Exchange  at  least  10  days'  advance  notice 
of  the  cloaing  of  the  transfer  books  or  the  taking  of  a  record 
of  stockholders  for  any  purpose.  In  view  of  the  nomennu 
consolidationa  of  corporations  through  stock  ownership,  it 
is  also  important  to  note  that  every  corporation  maHng 
application  to  list  its  secnrities  most  agree  not  to  dispose  of 
its  stock  interest  in  any  constitnent  company,  except  where 
snch  subsidiary  company  purchases  its  own  stock  for  retire- 
ment or  cancellation,  or  to  permit  any  of  its  subsidiaries  to 
dispose  of  their  stock  interests  in  other  companies,  except 
on  direct  authorization  of  the  stockholders  of  the  parent 
company.  Amimg  other  agreements,  mention  should  be 
made  of  those  that  require  corporations  to  notify  the  Ex- 
change of  the  issuance  of  additional  amounts  of  listed  se- 
curities and  make  immediate  application  for  the  listing 
thereof;  to  redeem  preferred  stock  in  accordance  with  the 
requirements  of  the  Exchange;  to  notify  the  Exchange  if 
deposited  collateral  is  changed  or  removed;  and  to  have 
on  hand  at  ^  times  a  sufficient  supply  of  certificates  to  meet 
the  demands  for  transfer.  The  Exchange  has  also  recom- 
mended that  corporations  fix  a  date  record  for  dividends, 
allotment  of  rights  and  stockholders'  meetings,  without  clos- 
ing of  the  transfer  books. 

8.  Liating  of  Securities  of  Reorganized  Corporatiofu. — 
In  the  case  of  reorganized  corporations  the  application  to 
list  securities  must  furnish,  in  addition  to  an  income  ac- 
count, a  balance  sheet  at  the  close  of  the  receivership,  if 
available,  and  a  balance  sheet  at  the  date  of  organization, 
and  the  various  papers  required  under  other  circumstances 
for  listing  stocks  and  bonds.    It  is  also  necessary  to  furnish : 

"Opinion  of  counsel  stating  that  proceedings  have  been 
in  conformity  with  legal  requirements,  that  the  property  is 
vetted  in  the  new  corporation  and  is  free  and  dear  from  all 
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liens  and  eiunimbrances  except  as  distmctly  specified;  and 
also  as  to*  eqnitieB  of  securities  of  the  predecessor  corpora- 
tioQ.  There  most  also  be  fomifihed  a  certified  order  of  the 
court  confinning  Bale  on  foreclosure  or  other  authority  for 
reor^anizatioD ;  also  a  certifled  copy  ot  the  plan  of  reorgaci- 


The  foUowing  papers  most  be  filed,  in  addition  to  those 
previously  referred  to:  Certified  copies  of  the  plan  of  or- 
ganization, of  all  mortgages  or  indentures,  and  of  the  l^al 
proceedings  and  order  of  the  Conrt  confirming  the  sale, 
or  other  authority  for  reorganization;  a  certificate  of  can- 
cellatinn,  deposit,  or  holding  of  prior  issnes ;  and  an  opinion 
of  counsel  showing  that  all  proceedings  have  conformed 
with  legal  requirements,  and  that,  except  as  distinctly  speci- 
fied to  the  contrary,  the  corporation  holds  proper  title  to 
the  property,  free  from  all  liens  and  encnmbrancea. 

9.  Luting  of  Additional  Amounts  of  Listed  Securiiia. 
— The  financial  page  will  show  almost  daily  that  some  cor- 
poration, whose  security  issnes  are  already  listed,  wiU  have 
an  additional  amount  of  some  such  bond  or  stock  listed. 
Every  gocb  increase  in  stocks  or  bonds  must  be  listed  separ- 
ately, although  it  is  not  necessary  to  observe  all  the  require- 
ments demanded,  and  to  read  all  the  doctunents  called  for, 
in  the  case  of  original  listings.  To  avoid  the  filing  of  a 
full  additional  application,  especially  when  it  may  be  neces- 
sary to  list  secoritiee  quickly,  as  in  the  case  of  bond  con- 
versions into  stock,  or  the  issuance  of  privileged  subscrip- 
tions, the  company  in  its  application  may  request  authority 
from  the  Committee  on  Stock-List  to  list  the  new  securities 
and  the  Committee  may  then  recommend  that  the  Qovem- 
ing  Committee  grant  authority  that  such  securities  be  listed 
upon  official  notice  of  and  issuance  in  accordance  with  the 
terms  of  the  application.  Upon  such  official  notice  bdng 
given  1^  the  company  the  registrar  is  given  aathority  to 
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roister  the  security.  While  the  reqairemeaits  for  such 
ligting  are  comparatively  few,  the  Exchange  does  aak  for  a 
statement  from  the  corDoration  showins,  among  other  facta, 
the  amoont  and  anthority  for  the  issue,  including  action  by 
the  stockholders,  directors,  and  pablic  anthoritiea ;  the  par* 
poses  of  the  issae  and  the  application  of  the  proceeds; 
the  amount,  description,  and  disposition  of  secoritiee  ex- 
changed for  new  issaes ;  additional  property  acquired  or 
to  be  acquired;  any  changes  in  the  charter,  by-laws,  or 
capitalization,  details  as  to  property  acquired  and  disposed 
of  since  the  lost  application,  character  and  amount  of  oat- 
put  of  the  business  since  the  last  application ;  and  an  income 
account  and  balance  sheet  of  recent  date.  When  a  ecn*- 
poration  proposes  to  increase  its  authorized  capital  stock,  30 
days'  notice  of  such  proposed  increase  must  be  given  to 
the  Exchange  before  the  new  stock  is  eligible  for  listing. 

Modus  Operandi  of  Uitlng. — Having  classifled  the  list- 
ing requirements  in  detail,  we  may  next  outline  the  gen- 
eral procedure  followed  in  placing  a  corporation's  securi- 
ties on  the  list.  Approximately  three  or  four  applications 
come  before  the  Committee  on  Stock-List  weekly.  Com- 
paratively few  of  these  applications  are  rejected,  because 
in  the  course  of  years  corporations  have  ascertained  the 
listing  requirements  of  the  Exchange  and  know  to  a  rea- 
soiiable  certainty  the  conditions  that  will  be  accepted  or 
declined.  In  fact,  many  applicants  make  inquiry  in  ad- 
vance and  if  they  find  that  they  can  not  meet  the  require- 
ments will  not  flic  an  application.  The  result  is  that 
applications  seldom  come  before  the  Committee  on  Stock- 
List  unless  they  have  first  passed  through  the  hands  of 
its  clerk  and  fulfill  requirements. 

A  corporation  wishing  to  list  its  securities  applies  to  the 
Exchange  and  is  given  a  printed  list  of  the  requirements.* 

*  For  full  oopy  Me  Appendix  VII. 
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With  the  asaistaiice  of  the  Clerk  of  the  Gominittee  oo 
Stock-Iiat  the  corporstion  then  prepares  its  application, 
hasing  it  on  the  requirements  fbaX  were  fumishecl  to  it 
Upon  its  completion,  the  application  is  sent  to  the  mem- 
bers of  the  Stock-list  Committee,  each  member  being  also 
fnmished  a  cop7  of  the  varioos  papers  that  corporaticms 
most  file.  After  the  members  of  the  Committee  have 
familiarized  themselves  with  the  facts  rdating  to  the 
proposed  listing,  notice  is  given  to  the  parties  in  interest 
to  appear  before  the  Committee  to  answer  ench  questions 
as  the  mcanbers  ma;  wish  to  ask  concerning  any  fact 
recited  in  the  application  or  in  the  papers  accompany- 
ing it  The  parties  in  interest  who  asoally  appear  are  the 
treasurer  of  the  company,  sometimes  its  president,  the 
legal  representative  of  the  company,  and  frequently  a  rep- 
resentstive  of  the  banking  house  interested  in  the  security. 
Almost  the  first  questions  directed  to  those  who  appear 
before  the  Committee  relate  to  the  distribution  of  the 
stocks  or  bonds  sought  to  be  listed.  "Qive  us  a  list  show- 
ing, not  the  names  of  the  stockholders,  but  the  number  of 
your  stockholders  who  hold  1,000  shares  or  more,  100 
shares  or  more,  or  less  than  100  sharesf  "  "How  many 
holders  of  these  various  amounts  hold  their  stock  abso- 
lutely free  and  clear  of  any  engagement  not  to  sell  it  so 
that  the  stock  shall  not  be  tied  up  in  a  poolT  "  "Is  there 
any  syndicate  interested  in  any  of  the  stock,  and  if  so, 
how  much  stock  is  tied  up  by  a  syndicate  agreementt" 
These  are  some  of  the  questions  that  the  representatives 
of  the  company  must  answer  to  the  satisfaction  of  the 
Committee.  It  must  always  be  remembered  that  American 
exchanges,  unlike  the  London  Stock  Exchange,  for  ex- 
ample, do  not  propose  to  make  an  initial  market  for  securi- 
ties. Instead,  the  New  York  Stock  Exchange  insists  that 
the  market  must  be  made  prior  to  the  listing  of  the  securi- 
tiea    In  other  words,  assuming  a  company  wishes  to  list 
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(20,000,000  of  stock,  at  least  a  soffldetit  amount  to  insure 
a  fair  market  most  have  been  add  to  the  public  and  be  free 
of  control  hj  syndicate  agreement,  that  is,  the  secoritiee 
mnst  be  free  for  market  pnrpoBes  and  a  few  persons  are 
not  allowed  to  control  the  market  hy  virtue  of  large  hold- 
ings or  because  by  agreement  others  are  restrained  from 
selling.  The  importance  of  this  matter  is  apparent  since  it 
is  customary  in  the  issuance  of  securities  by  corporations 
to  form  syndicates  to  underwrite  the  securities,  and  some- 
times following  the  dissolution  of  the  syndicate  there  may 
still  exist  a  gentlemen's  agreement  by  which  the  parties 
to  the  syndicate  bind  themselves  to  retain  their  securities 
until  a  stipulated  price  can  be  realized. 

If  the  Committee  is  of  opinion  that  a  sufScieat  amount 
of  the  security  to  warrant  a  fair  market  is  in  the  hands  of 
the  public,  it  next  considers  the  application  as  it  stands  with 
a  view  to  revising  and  amending  it  to  meet  the  demands 
of  clearness  and  completeness.  Any  points  not  clearly 
stated  are  restated,  and  any  unusual  powers  of  the  direc- 
tors, or  other  peculiar  conditions,  are  inserted.  The  rep- 
resentatives appearing  before  the  Committee  are  also 
closely  questioned  as  to  the  balance  sheet  in  order  to  ascer- 
tain the  absolute  solvency  of  the  company. 

If  all  questions  have  been  satisfactorily  answered,  and 
if  the  applieation  is  satisfactory,  the  Committee  on  Stock- 
List  recommends  the  listing  of  the  securities  to  the  Gov- 
erning Committee.  The  revised  and  amended  application,* 
frequently  comprising  over  5,000  words,  is  printed  and  a 
printer's  proof,  embodying  all  the  changes,  is  signed  by 
the  company's  representative.  A  copy  is  given  to  each  of 
the  40  members  of  the  Ooveming  Committee  at  least  24 
hours  before  its  meeting.  At  the  next  regnlar  meeting  of 
this  Committee  the  Chairman  of  the  Committee  on  Stock- 

Tot  oopy  of  oomphtad  i4>pli«tkin,  Me  Appendix  Vm. 
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List  presenta  the  applicationa  that  have  been  approved  ■ 
and  moves  that  the  same  be  listed.  Any  member  of  the 
Qoveming  Committee  may  object  to  any  proposed  listing 
because  of  personal  knowledge  or  because  of  information 
obtained  with  respect  to  the  application.  Bnt  such  objec- 
tions rarely  occur,  owing  to  the  care  previonsly  exercised. 
On  the  afiSrmative  vote  of  the  majority  of  the  Committee 
the  aecnrity  is  listed,  the  company  is  at  once  notified,  the 
registrar,  if  the  securities  are  stock,  is  authorized  to  regis* 
ter  the  amount  of  securities  recited  in  the  application, 
and  trading  therein  can  begin  the  next  morning.  The 
printed  statements  on  which  the  listing  is  based  are  fnm- 
ished  to  all  the  members  of  the  Exchange,  who  keep  them 
on  file  for  the  information  of  themselves  and  such  cnsto- 
mers  as  may  desire  the  facts.  They  are  also  freely  given 
to  any  person  reqnesting  them,  and  are  furnished  in  New 
York  to  the  daily  and  financial  papers  which  frequently 
qoote  copious  extracts. 

Bemoval  or  Suspension  of  SeenriUes  from  the  IM. — 
Whenever  the  outstanding  amount  of  any  listed  security 
appears  to  have  become  so  limited  as  to  make  further 
dealings  therein  dangerous,  the  Conmuttee  on  Stoek-List 
may  direct  that  the  security  be  stricken  from  the  list.  The 
roles  of  Uie  Exchange  also  empower  the  Qoveming  Com- 
mittee to  suspend  dealings  in  the  securities  of  any  corpora- 
tion  previously  admitted  to  the  Exchange,  or  to  sunmiarily, 
remove  any  security  from  the  list. 

The  exercise  of  this  power  by  the  Exchange  has  been 
the  subject  of  much  adverse  criticism,  chiefly  on  the 
ground  that  innocent  purchasers  of  the  stock  while  on  the 
list  may  later  be  deprived  of  the  advantages  attaching 
to  listing.  Removing  a  security  from  the  list  is  mani' 
festly  a  serious  question,  and  has  always  been  so  regarded 
by  the  Qoveming  Committee  of  the  Exchange.  Tet,  in  the 
absence  of  Government  supervision  in  the  matter,  the 
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exerdae  of  this  power  most  be  regarded  as  nMenarj  to 
enforce  the  rig^d  obBervance  hj  corporations  of  the  agree- 
ments already  referred  to.  The  practice,  however,  U  pard- 
cnlarly  justified  hy  the  Exchange  ou  the  plea  that  too 
small  an  ontstanding  amoimt  of  any  listed  security  is  a 
aonree  of  danger  to  customers  and  brokers,  as  well  as  the 
public,  and  that  removal  of  the  stock  from  the  list  is  neces- 
sary to  eliminate  this  danger. 

The  danger  referred  to  may  arise  from  two  causes.  If 
very  limited  in  amount  the  stock  may  easily  be  subjected 
to  the  grossest  kind  of  manipulation.  A  few  individuals, 
by  obtaining  control  of  most  of  the  shares,  might  be  in 
a  position  to  fix  an  artificial  price  by  occasional  transac- 
tions on  the  Exchange  and  succeed  in  inducing  unsuspect- 
ing buyers  to  purchase  the  shares  at  greatly  inflated 
prices.  Such  manipulation  is  particularly  easy  if  there  Is 
nn  short  interest  in  the  stock  seeking  to  depress  its  price. 
On  the  other  hand,  if  a  short  interest  should  exist  in  the 
stock,  the  greater  of  the  two  dangers  is  apt  to  arise, 
namely,  a  comer.  Finding  themselves  unable  to  borrow 
or  purchase  the  secnrity,  short-sellers  would  be  compelled 
to  settle  at  the  manipulator's  price,  much  to  the  detriment 
of  themselves,  their  brokers,  and  the  public.  Past  exper- 
ience has  clearly  shown  that  comers  not  only  affect  tho 
parties  directly  involved,  but,  by  demoralizing  the  entire 
security  market,  indirectly  injure  holders  of  other  securi- 
ties. For  the  foregoing  reasons  the  New  York  Stock 
Exchange  refuses  to  list  a  security  when  owned  chiefly 
by  a  single  interest ;  likewise,  the  listing  laws,  and  regu- 
lations of  various  European  countries  prohibit  the  listing 
of  any  stock  unless  the  outstanding  amount  reaches  a  pre- 
scribed figure.  The  same  reasons,  it  is  argrued,  require 
that  a  security  should  be  removed  from  the  list,  or  dealing 
therein  suspended,  when  only  a  very  limited  amount  r^ 
m^ns  in  the  hands  of  the  public. 
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Frogressive  Development  of  Listing  Requirements  and 
Sn^feitad  Changes. — Whatever  may  be  Lu^onclusions  as 
to  the  adequacy  of  the  listing  requirffllWnts  of  the  New 
Tork  Stock  Exchange,  it  is  certaji^hat  these  require- 
ments  have  been  progressively  8tj^e»gt}iened  in  the  inter- 
eato  of  greater  publicity,*  As  inflifeamig  progressive  de- 
velopment there  might  be  merinotred  the  fact  that  the 
publication  of  annual  reporta  biyy6^rporatioQs,  for  years 
merely  a  recommendation,  Wn  qiad^an  absolute  require- 
ment a  few  years  ago.  iDpTApril  1,  1910,  the  Exchange 
also  abolished  the  so-callea  Unlisted  Department,  which 
had  existed  since  1885,  and  wnleh  was  created  at  a  time 
of  great  dullness  om  thq  Exchange  with  a  view  to  enlarg- 
ing the  opportuniti^/ior  brokerage  transactions.  Under 
this  system  a  cewfjenible  number  of' industrial  and  min- 
ing corporationslnere  allowed  to  obtain  a  market  on  the 
Exchange  withoncyfumishing  many  of  the  facts  now 
essentiaL  The  creation  of  this  department  has  been  gene- 
rally recognized  as  a  great  mistake,  and  as  a  step  "wholly 
at  variance  with  the  duty  of  the  Exchange  to  protect  the 
investor."  In  abolishing  this  practice,  as  William  C.  Van 
Antwerp  writes,*  "The  Listing  Committee  accomplished 
a  two-fold  blessing  in  setting  the  Exchange  right  with  the 
public  by  ridding  their  institution  of  anything  approach- 
ing the  blind  pools  of  early  days,  and  at  the  same  time 
f  orcii^  certain  wealthy  corporations  to  abandon  their  pol- 
icy of  concealment  or  lose  the  privilege  of  the  floor." 

That  there  is  still  room  for  improvement  must  of  course 
be  admitted,  and  a  few  of  the  suggestions  most  promin- 
ently advanced  might  be  mentioned.     Van  Antwerp  ** 

'The  IxuidoD  Stock  Exchange  will,  upon  receipt  of' the  publiabed 
^iplintiona,  ud  without  further  euminBtioo,  liit  any  security  that 
k  Bated  oo  the  New  Yodc  Stock  Exchange. 

*  ^raiiun  C.  Van  Antweip,  The  Slot*  Bxaanntfrvm  TFOMn,  p.  167. 

•■nU.,pp.ie7and3M. 
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calls  attention  to  die  London  Exchange's  ^oiicy  of  refw- 
ing  to  list  a  vendor's  shares,  that  is,  the  shares  received  in 
consideration  of  the  sate  by  the  seller  of  the  property, 
until  six  months  after  the  shares  of  the  company  have  been 
offered  to  the  public.  ■  He  implies  that  this  "very  wise  pre- 
cantionary  meaBqre"  might  be  adopted  here,  since  "if  one 
or  more  individuals  secure  a  block  of  stock  in  payment  for 
properties  in  the  concern,  they  are  prevented  from  unload- 
ing those  shares  on  the  public  until  a  sufBcient  time  has 
elapsed  to  determine  the  merit  of  the  property." 

The  Hughes  Committee  on  Speculation  recommended 
(1)  that  the  Exchange  "should  adopt  methods  to  compel 
the  filing  of  frequent  statementB  of  the  financial  condition 
of  the  companies  whose  securities  are  listed,  including 
balance  sheets,  income  and  expense  accounts,  etc.,  and 
should  notify  the  public  that  these  are  open  to  examina- 
tion under  proper  rules  and  regulations;"  and  (2) 
"should  require  that  there  be  filed  with  future  applica- 
tions for  listing  a  statement  of  what  the  capital  stock  of 
the  company  has  been  issned  for,  showing  bow  much  has 
been  issued  for  cash,  how  much  for  property,  with  a 
description  of  tbe  property,  etc.,  and  also  showing  what 
commission,  if  any,  has  been  paid  to  the  promoters  or  ven- 
dors," and  to  adopt  means  "for  holding  those  makiug  the 
statements  responsible  for  the  truth  thereof."  Mention 
should  also  be  made  of  the  so-called  Owen  Bill  for  the  re- 
gulation of  stttck  exchanges,**  which  provided  that  no 
securities  shall  be  dealt  in  on  an  exchange  unless  there 
be  filed  copies  of  all  written  and  oral  agreements  or  con- 
tracts affecting  the  authorization,  issue,  sale,  or  disposition 
of  tbe  securities,  together  with  a  full  disclosore  of  (1) 
all  fees,  commissions,  or  other  compensation  connected 
with  the  issue  and  dispomtion  of  the  securities  and  (2)| 

U8.  S805,  63d  CcngreM,  Saeood  BtMioa,  1914. 
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the  net  amount  realized  or  to  be  realized  b;  the  corpora- 
tion therefor. 

BecoQUaendations  of  such  far-reaching  importance  as 
those  juBt  mentioned  make  neceaaary  a  brief  reference  to 
the  limitatioQB  that  prevent  exchanges  from  being  too 
drastic  in  their  demands.  Stock  exchanges  in  the  United 
States  are  merely  private,  volontary,  unincorporated  as- 
sociations and  have  no  legal  authority  to  demand  informa- 
tion from  corporations.  Too  drastic  requirements  by  the 
New  York  Stock  Exchange,  no  matter  how  wholesome  in 
the  interest  of  publicity,  might  only  serve  to  drive  cor- 
porations from  its  list  to  that  of  another  exchange  that 
is  less  severe.  Many  corporations  might  also,  if  they  re- 
gard  the  demands  of  the  exchanges  as  too  severe,  sedc 
admission  to  curb  markets  with  their  superficial  listing 
requirements,  thus  encouraging  the  development  of  a  mar- 
ket that,  because  of  its  comparatively  unregulated  charac- 
ter, cannot  insure  to  the  public  the  safeguards  afforded  by 
regularly  organized  exchanges. 

Despite  these  limitations,  the  New  York  Stock  Ex- 
change has  been  subjected  to  much  criticism  because  it  has 
not  required  in  respect  to  listing  what  should  properly  be 
required  by  legislatures  and  public-service  commissions. 
Publicity  along  the  lines  of  the  foregoing  recommenda- 
tions is  not  required  by  state  or  national  law.  Yet,  legisla- 
tion recently  proposed"  has  been  based  on  the  theory  that 
the  Stock  Exchange  shoiild  be  required  to  demand  infor- 
mation that  corporations  are  not  bound  by  law  to  furnish. 
If  drastic  regolation  of  the  issuance  of  securities  and  the 
follest  measure  of  publicity  is  wanted,  it  would  be  better, 
from  the  standpoint  of  the  exchanges,  to  have  the  "re- 
quirements proceed  from  governmental  authority  operat- 
ing directly  on  the  corporations,  rather  than  indirectly 

"  S.  3S9S,  63d  Congrew,  Second  Seodon,  1914. 
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tbroagb  a  body  like  the  exchange,  which  has  no  power 
to  compel  performance.""  Strict  goTemmental  control 
over  corporate  publicity  and  the  issuance  of  secnrities, 
if  applied  to  all  corporations,  would  largely  relieve  ex- 
changes of  a  burden  that  tbey  will  gladly  yield.  It  would 
remove  all  incentive  for  any  corporation,  desiring  for  its 
securities  the  benefits  of  a  continuous  market,  to  have 
them  listed  on  the  curb,  or  on  an  exchange  whose  require- 
ments  are  only  superficial. 
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TYPES  OF  DEALERS  AND  BROKERS  AND  THEIR  WORK 

The  membership  of  an  exchange  hj  no  means  consists 
entirely  of  brokers.  Nearly  every  exchange  counts  among 
its  members  many  of  the  leading  capitalists  of  its  locality, 
and  the  New  York  Stock  Exchange  includes  in  its  mem- 
bership some  of  the  greatest  capitalists  of  the  nation. 
These  men  employ  brokers  to  transact  their  hnaness  and 
never  execute  an  order  personally.  Their  membership, 
however,  gives  them  many  valuable  business  connections, 
as  well  as  the  benefit  of  a  lower  rate  of  commission  than 
that  customarily  charged  the  general  public.  Because  the 
volunLe  of  their  business  is  usually  large,  this  redaction 
in  commisrions  is  apt  to  exceed  the  annual  dues  incident 
tx>  membership  and  the  interest  on  the  market  price  of 
their  seats.  This  is  particularly  true  in  the  case  of  so- 
called  "operators"  whose  speculative  commitments  at 
times  reach  enormous  proportions. 

Types  of  Dealers. — Turning  to  a  consideration  of  those 
members  of  an  exchange  who  operate  on  its  floor,  we  find 
that  they  are  either  tnders  or  brokers.  Traders,  as  dis- 
tinguished from  brokers,  may  be  divided  into  four  classes, 
namely,  floor  traders,  odd-lot  dealers,  specialists,  and  arbi- 
tragers. Each  class  has  its  own  fonctions  to  perform  and 
presents  its  own  peculiar  characteristics.  On  American 
Exchanges,  however,  members  are  not  bound  to  belong  to 
any  one  of  these  classes.  They  usually  do,  but  may,  if 
they  desire,  extend  their  bumness  operations  to  include  the 
entire  range  of  stock-exchange  activities. 
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"Floor"  or  "Boom"  Traders. — ^Many  msmbfln  operating 
on  the  floor  belong  to  the  class  of  "floor"  or  "room"  trad- 
ers. They  trade  in  any  stock  that  shows  signs  of  activity, 
and  are  generally  "scalpers"  of  "dghths"  and  "quar- 
ters." A  floor  trader  changes  his  position  qnickly  and  may 
be  a  "bnll"  one  minute  and  a  "bear"  the  next  If  his 
speculative  venture  is  wrong,  he  is  qoick  to  limit  his  loss, 
and  if  right  he  is  satisfied  with  a  small  profit  In  the  long 
ran  he  hopes  by  this  method  to  make  his  profitable  d^i 
average  better  than  the  unprofitable  ones. 

Room  traders  naturally  are  inclined  to  adhere  strjotly  to 
such  principles  of  trading  as  in  their  opinion  wiD  best 
tend  to  bring  about  an  averse  profit  Small  and  sure 
profits  they  generally  feel  should  be  taken  in  preferenee 
to  large  and  uncertain  ones.  After  remaining  long  or  short 
of  a  stock  for  a  whole  day  or  more  they  frequently  uK 
"stop-loss"  orders,  that  is,  orders  that  become  "at-the- 
market"  orders  to  sell  or  buy  the  stock  if  the  quotation 
drops  or  rises  to  a  designated  point.  Many  of  them  also 
practice  the  "evening-up"  of  trades  before  the  close  of 
the  day  so  that  they  may  "go  home  with  nothing  to  disturb 
their  equanimity."  Although  having  no  other  purpose  in 
mind  than  the  clipping  of  small  profits,  their  activity  proves 
beneficial  to  the  public  jn  that  it  helps  to  render  the  market 
more  continuous  in  character. 

Odd-Lot  Dealers. — Such  dealers  devote  themselves  en- 
tirely to  the  making  of  a  market  in  lots  of  less  than  100 
shares,  and  have  developed  as  a  group  in  response  to  the 
growing  demand  for  a  free,  continuous  market  for  small 
investors  whose  purchases  and  sales  are  necessarily  smaller 
than  the  unit  of  trading  (100  shares)  prevailing  on  the 
large  exchanges  of  the  country.  This  unit  of  trading  is 
the  minimum  amount  of  stock  for  which  a  broker,  according 
to  the  exchange  rules,  must  accept  a  bid  or  offer,  and  the 
market  quotations  are  based  on  sales  of  that  unit  or  mnl- 
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tiplea  thereof.  Quotations  on  odd  lots,  of  sa?  five  or  tan 
shares,  would  be  apt,  owing  to  their  ne^^Ue  qnantit^,  to 
be  misleading  to  the  public.  Brokers  would  have  no  in- 
ducement to  buy  or  sell  very  small  lots  in  the  open  market, 
of  say  two  or  three  sbares,  because  the  Tninimnni  commis- 
sion of  one  dollar  would  not  adequately  compensate  for 
the  labor  and  time  involved.  Brokers  would  also  find  it 
impossible  in  an  active  market  to  execute  large  orders  of, 
say,  500  shares  or  more  if  contracts  had  to  be  made  with 
all  who  offered  to  buy  or  sell  lots  of  five  or  ten  shares ; 
and  bankers  would  find  it  extremely  inconvenient  to  lend 
money  on  collateral  containing  numerous  serti^cates  for 
odd  amounts. 

These  diffienltiea  are  largely  eliminated  by  the  existence 
of  odd-lot  brokers  who  stand  ready  at  all  times  to  buy  or 
sell  any  odd  lot  of  stock  at  a  slight  concession  from  the 
market  price  for  full  lots.  As  a  result  small  investors 
have  the  opportunity  to  buy  or  sell  one  share  or  ninety- 
nine  shares,  "all  equally  well  within  the  average  of  less 
than  one-eighth  of  the  one  per  cent  of  the  wholesale 
price."  ^  As  commission  brokers  come  to  the  odd-lot 
dealer  with  their  customers'  orders  to  buy  these  small  lots, 
the  latter  sells  them  the  stock  at  a  price  an  eighth  or  a 
quarter  above  the  market  price  for  100  sliares,  and  when 
his  sales  of  such  lots  reach  100  shares  he  buys  them 
in  the  100-share  market  in  order  to  fulfill  delivery  on  his 
contracts.  Similarly,  if  small  lots  are  offered  to  him, 
he  buys  them  at  a  price  an  eighth  or  a  quarter  below  the 
current  price  for  100  shares,  and  when  such  purchases 
in  any  stock  amount  to  100  shares,  he  promptly  sells  them 
in  the  wholesale  market.  His  profit  consists  solely  of 
the  difference  between  the  price  at  which  he  originally 
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bought  and  rabmquently  sold,  or  origiuall}^  sold  and  mib- 
sequently  bonght. 

When  selling  odd  lots  to  small  investors,  the  odd-lot 
dealer  goes  short  of  the  market  mnce  he  sells  the  odd 
Iota  first  and  then  buys  the  100  shares  in  the  wholesale 
market.  He  cannot  vithont  great  risk  buy  the  100  sharea 
in  advance  of  his  sales  of  the  fractional  lota,  because  be 
does  not  know  how  many  orders  for  such  lots  in  any 
^ves  stock  will  come  to  him,  their  volume  chan^biK 
greatly  from  hour  to  hour.  Moreover,  odd-lot  buying  in- 
creases greatly  daring  severe  declines  when  bargain  bon- 
ters  are  attracted.  To  buy  the  stock  first,  have  the  market 
go  down,  and  then  furnish  the  bargain  bontera  with  the 
stock  at  current  prices  is  a  procedure  that  one  cannot 
expect  the  dealer  to  follow.  His  only  protection  conmsts 
in  selling  first  as  the  market  declines  and  then  promptly 
buying  the  100  shares  when  he  knows  the  amount  he  baa 
sold.  Another  service  of  short-selling  is  thus  apparent 
since  without  it  the  odd-lot  dealer  would  not  find  it  pos- 
sible to  operate,  and  without  him  small  investors  woold 
be  deprived  of  the  continuous  market  at  good  qnotatious 
which  snch  dealers  make  for  them. 

The  importance  of  odd-lot  dealera  is  indicated  by  Henry 
0.  S.  Noble's  estimate  that  in  an  active  market  abont  20 
per  cent  of  the  business  on  the  New  York  Stock  Exchange 
is  in  small  lots.'  Between  50  and  60  odd-lot  brokers  are 
said  to  operate  on  the  floor  of  this  Exchange.  Two  firms 
handling  this  type  of  business,  we  are  told,  bad  about 
a  million  dollars  invested  in  memberBhips  at  one  time,  one 
baring  nine  partners  with  seven  holding  exchange  mem- 
berships and  the  other  seven  partners  with  six  Elzchange 
members.* 

I  Teatimony  on  S.  38B6  before  the  Senate  Committee  on  Baokinc 
and  Cur  '  "'" 

'Waii 
p.  282. 


TYPES  OF  DEALERS  AMD  BBOEEBS      147 

SpeddJitU. — These  constitute  a  grtfop  of  dealen  wlio 
make  a  spedalty  of  one  or  a  limited  ntunber  of  secnritiea. 
The;  establish  their  headquarters  at  that  part  of  the  floor 
where  sach  securities  are  dealt  in.  Their  eziBtenoe  is  es- 
peciall;  necessary  to  commission  brt^ers  because  they  are 
always  ready  to  make  a  market  for  them  jn  the  secorities 
they  represent.  Thdr  economic  osefnlness  consists  chiefly 
in  their  willingness  to  take  chances  as  specolators  in  the 
secorities  they  specialize  in.  In  being  ready  to  trade  under 
all  market  conditions  they  render  easier  and  more  certain 
the  commission  broker's  bosiness  of  serving  the  pablic 
Throngh  their  speculation  they  help  to  create  a  continuous 
maiket.  Without  them  flnctnations  between  sales  of  certain 
stodo  wonld  be  much  greater,  and  many  stocks  wonld  at 
limes  have  no  market  whatever. 

Like  the  odd-lot  dealer,  the  specialist  must  meet  the  de- 
mand either  to  boy  or  seU.  A  ccmunismon  broker  havii^ 
an  order  to  execute  hastens  to  the  spot  where  the  -security 
is  dealt  in  and  inquires  as  to  the  market.  The  specialist, 
anxions  to  he  the  first  bidder,  offers  to  pay  lOO^i  or  to  sell 
at  lOQi^,  or  at  wider  flnctoationa  if  he  chooses.  If  the 
bn^er  buys  100  shares  at  100^,  the  specialist,  generally 
having  sold  the  stock  short,  promptly  endeavors  to  buy  the 
shares.  Or  he  may  already  have  purchased  the  stock  in 
the  belief  that  buyers  will  appear.  If,  under  the  first 
cirdunatanees,  he  fails  to  buy  the  shares  at  less  than  100^, 
he  wiH  endeavor  promptly  to  limit  his  loss  to  an  eighth  or 
a  quarter,  if  possible.  The  same  tactics  are  pursued  if  the 
bn^er  should  sell  to  him  at  100^. 

Frequently  commission  brokers  leave  so-called  waiUng 
orders  with  specialists  to  be  executed  by  them  whenever  the 
market  price  may  happen  to  reach  the  particular  buy  or  sell 
limit  prescribed  in  the  orders.  Under  sach  circumstances 
the  specialist  becomes  a  brewer,  and  most  be  careful  not 
to  violate  his  profeamonal  status  aa  such.    Under  date  of 
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March  30,  1910,  the  New  Ycn^  Stock  Exchange  adopted 

a  resolution,  providing  "that  anjr  member  of  the  Bxchaage 
who,  while  acting  as  a  broker,  either  as  a  'specialist'  or 
otherwise,  shall  bny  or  sell  directly  or  indirectly  for  his 
own  account,  for  account  of  a  partner,  or  for  any  account 
in  which  he  has  an  interest,  the  securities,  the  order  for 
the  purchase  or  sale  of  which  has  been  accepted  by  him  for 
execution,  shall  be  deemed  gujlty  of  c<mduct  or  proceed- 
ing inconsistent  with  just  and  equitable  principles  of  trade, 
and  shall  be  subject  to  the  penalties  provided  in  Article 
XVII,  Section  €,  of  the  Constitution. ' '  This,  however,  is 
not  made  applicable  to  the  act  of  any  member  "who,  by 
reastxk  of  his  neglect  to  execute  an  order.  Is  comp^ed  to 
take  or  to  supply  on  his  own  account  the  securities  named 
in  the  order ;  in  such  case  the  member  is  not  acting  as  a 
broker  and  shall  not  charge  a  commission. ' ' 

Arbitragers. — The  business  of  arbitragers,  as  explained 
in  the  chapter  on  arbitraging,  is  to  buy  in  one  mai^et  and 
sell  at  a  higher  price  in  another  with  a  view  to  making  the 
difference.  Most  of  the  arbitraging  has  taken  place  be- 
tweai  the  New  York  and  London  markets,  although  a  con- 
siderable  amount  also  occurs  between  the  markets  afforded 
by  some-of  the  minor  exchanges  of  the  country.  Our  previous 
explanation  of  the  arbitrager's  functions  and  methods  ren- 
ders a  repetition  unnecessary.  Chapters  XVI  and  XVJU 
also  explain  the  usefulness  of  arbitraging  in  connection  with 
the  marketing  of  privileged  subscriptions  and  the  conver- 
sion of  bonds  into  stock. 

Types  of  Brokers. — Taming  now  to  a  consideration  of 
brokers,  using  this  term  in  the  strict  sense,  we  find  that 
they  may  be  divided  into  three  classes.  It  is  diEBcult, 
again,  always  to  draw  a  hard  and  fast  line  between  the 
several  classes,  because  on  American  exchanges  brokers 
are  not  restricted  to  sny  one  class,  and  some,  therefore, 
at  times  act  in  one  capacity  and  at  other  times  in  another. 
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The  three  classes  referred  to  comprise  commiBdon  brok- 
en, "floor"  brokers,  and  money  brokers.  The  function 
of  each  of  these  classes  will  now  be  considered. 

Commission  Brokers. — Commission  brokers  are  partners 
of  a  commission  house  and  devote  themselTes  to  the  ezecn- 
tion  of  orders  for  their  firm's  customers,  the  firm  receiving 
a  commission  of  7%  cents  per  share  on  stocks  selling  below 
(10  per  share,  15  cents  per  share  on  stocks  selling  at  $10 
and  above  bat  under  $125  per  share,  and  20  cents  per  share 
on  stocks  selling  at  $125  per  share  and  over,  snbject  to  a 
wiiniiniiTn  charge  of  $1.  Their  function  is  to  execnte  costo- 
mer's  orders  with  the  least  delay,  at  the  best  possible  price, 
and  in  strict  accordance  with  the  terms  thereof.  Prompt 
ezecation  of  orders  means  pleased  cnstomers,  and  satisfac- 
tion among  cnstomers  means  lai^er  bosiness.  If  the  com- 
mismon  firm  is  a  large  one,  it  may  have  two  or  even  more 
floor  representatives. 

"Floor"  Brokers. — Commission  brokers,  or  other  mem- 
bers of  the  Exchange  for  that  matter,  often  find  it  highly 
desirable,  when  obliged  to  execute  orders  simnltaneonsly  in 
many  stocks,  to  have  so-called  floor  brokers  assist  them  in 
the  execntion  of  orders  in  any  part  of  the  Exchange.  In 
other  words,  these  br<Aer8,  numbering  some  200  on  the 
New  Tork  Stock  Exchange,  ore  brokers  for  other  brt^ers. 
Formerly  they  received  for  their  services  $2  per  100  cliaTes, 
as  contrasted  with  the  commission  broker's  charge  of  $12.50 
at  that  time,  and  were  thus  commonly  known  oa ' '  two-dollar 
brokers."  To-day,  however,  thur  compensation  has  been 
somewhat  raised,*  although  it  remains  very  much  less  than 

'  *  On  the  New  Yoric  Btock  Exchan^  eonmuBBions  on  buainesB  for 
memben  of  the  Exchange,  when  a  pimdpal  is  g^ven  \ip,  shall  Dot  be 
less  than  tlie  following: 

Od  Btock  eellmg  below  SIO  per  share 1)  cents  per  share 

On  stock  Belling  at  (10  per  share  and  above,  but 
onder  $125  per  shan 2)  cents  per  share 

On  wbikk  idling  at  S126  pet  shan  and  over 8   o«nta  per  ihan 
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the  commissitm  chained  the  outside  public  As  ft  nila 
they  receive  orders  from  many  different  firms,  and  are  ex- 
pected to  give  to  all  the  doeeat  attention.  They  cannot  dde- 
gate  their  orders  to  some  one  dse  withoat  sacrificing  thdr 
limited  commission.  To  be  of  greatest  value  to  their  em- 
ployers they  must  not  only  be  skillfol  in  the  ezeenti<m  of 
orders  bnt  most  keep  in  constant  tonch  with  floor  gosmp 
and  news.  Their  meager  wage,  however,  is  compensated  for 
in  part  by  the  absence  of  office  responsibilities  and  the  risks 
and  unpleasantness  frequently  associated  with  the  commis- 
sion broker 's  relations  to  his  cnstomers. 

Money  Brokers. — A  large  proportion  of  the  loans  made 
to  bn&ers  are  in  the  form  of  "  call  loans, "  that  is,  loans  sub- 
ject to  call  after  24  hoars'  notice  by  either  borrower  or 
lender.  In  New  York,  the  great  call-loan  colter  of  the 
country,  such  loans  may  be  negotiated  by  bankers  either 
directly  with  brokers  or  through  the  assistance  of  money 
bribers  who  act  as  middloaen  between  lenders  and  borrow- 
ers. A  large  proportion  of  sach  loans  is  negotiated  by 
money  brokers  who  lend  the  fnnds  on  the  floor  of  the  Ex- 
change. The  cnrrent  rates  of  interest  on  such  loans  are 
established  on  the  Exchange  and  are  quoted  on  the  tape 
just  as  are  security  quotations.  As  soon  as  a  banker  ascer- 
tains how  much  money  is  at  his  disposal  for  demand  loans, 
he  communicates  with  his  broker  in  the  same  way  that  the 
owner  of  securities  communicates  with  his  brcdcer  if  he 
wishes  to  selL 

The  daily  operations  of  some  of  tbeae  brokers  on  the 
New  York  Stock  Exchange  were  immense  at  one  time. 
One   testified   during  the   money-trust  investigation  at 

Commintoiu  on  buainflSB  for  memben  of  the  Exdutnge  when  a 
prinetp*]  it  not  ciTm  up  stull  not  be  kaa  tlun  the  followtog: 

On  stock  idling  below  $10  per  ihsra 1}  Mntapcr  iImtb 

On  Btock  MUing  at  SIO  per  alutre  and  above,  but 

under  $I2S  per  ■ban 3}  ocnta  pcTdiue 

OnitaekMUnisatS125uuloT«r S    omta  pcrihan 
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Waalifaigton  that  he  borrowed  as  mnch  as  $25,000,000 
and  loaned  as  much  as  (15,000,000  in  one  day,  or  $40,- 
000,000  in  all,  and  that  his  operations  averaged  at  least 
$10,000,000  a  day.  Some  of  these  brokers  represent  only 
borrowers  or  lenders  while  others  represent  borrowers  aa 
well  as  a  few  of  the  largest  lenders.  A  large  bank  leading 
heavily  on  the  Exchange  the  year  aromid  nuiy  be  repre- 
sented by  only  one  broker  who  is  not  allowed  to  represent 
any  other  lender  or  borrower;  while  in  other  cases  the 
broker  may  serve  ezelosively  three  or  four  large  banking 
institationB.  But  whether  representing  lenders  or  borrow- 
ers, money  brokers  have  nothing  to  do  with  the  selectjtoi 
of  collateraL  The  street  knows  what  eonstitntes  good 
collateral  on  demand  loans,  and  the  matter  is  arranged  by 
the  borrowers  and  lenders  themselves.  Recently,  it  may 
be  added,  the  New  York  Stock  Exchange  nndertoc4t  to 
employ  a  clerk  whose  duty  it  is  to  list  all  funds  coming 
to  the  floor  to  be  lent,  and  likewise  all  applications  for 
loans,  and  who  thus  acts  as  a  sort  of  clearing  boose  in  the 
matter.  It  is  stated  that  to  an  increamng  extent  it  is  be- 
coming the  practice  more  and  more  of  lending  institn- 
tions  to  telephone  their  offerings  directly  to  the  clerk  at 
the  money  desk. 

Amerioan  and  London  SyBtenu  Oomparad. — ^Unlike 
American  exchanges  with  their  several  classes  of  dealers 
and  brokers  to  which  members  may  belong  without  re- 
striction, the  London  Stock  Exchange's  membership  con- 
sists of  bnt  two  classes — jobbers  and  brokers — and  mem- 
bers can  belong  to  only  one  or  the  other.  The  broker, 
under  the  London  system,  can  act  merely  as  a  middleman 
between  the  public  and  the  jobber.  The  jobber,  on  the 
other  hand,  cannot  deal  with  the  public  directly,  and  is 
obliged  to  make  his  trades  on  the  floor  of  the  Exchange 
with  brokers  and  fellow  jobbers.  Brokers,  in  other  words, 
are  commission  brokers,  receiving  their  compensation  in 
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the  fons  of  commissionB,  while  jobbers  are  merehanta  of 
securities  and  depend  on  the  profits  resolting  from  their 
deals. 

A  broker  in  London  having  recdved  an  order  from  a 
customer  must  go  to  a  jobber  who  specialises  in  that  se- 
curity. Without  being  told  by  the  broker  whether  he 
wishes  to  buy  or  sell,  the  jobber  is  asked  to  name  his  price 
limits,  and  will  quote  let  us  say,  50  and  50%,  meaning 
that  he  is  willing  to  buy  the  stock  at  50  and  sell  at  50%. 
The  broker  will  try  to  drive  as  hard  a  bargain  as  possible 
for  his  customer  and  may  intimate,  therefore,  that  the 
quotations  are  too  wide.  Thereupon,  the  jobber  may 
"split"  the  difference,  thus  making  the  quotation  50 1-16. 
At  this  price  the  broker  buys  the  security,  and  thereupon 
advises  the  customer  of  the  particulars  of  the  transaction, 
including  the  name  of  the  jobber.  In  conducting  his  busi- 
ness, it  should  be  added,  the  jobber  sella  short  and  relies 
Qpon  a  continuous  market  to  enable  faim  to  buy  imme- 
diately the  stock  that  he  sold  tO'  the  broker ;  likewise  in 
case  the  broker  sold  to  Mm  there  is  reliance  upon  a  con- 
tinuous market  to  dispose  of  the  stock  immediately. 

The  jobber  combines  in  himself  the  functions  of  special* 
ist,  speculator,  and  trader.  Whether  his  presence  is  more 
advantageous  to  the  public  than  the  American  plan  is  & 
disputed  subject  with  opinions  much  at  variance.  There 
are  those  who  state  that  the  large  number  of  jobbers  on 
the  London  Exchange — their  number  greatly  exceeding 
that  of  the  brokers — assures  closer  quotations,  especially 
in  a  panicky  market,  for  the  great  mass  of  inactive  securi- 
ties. Others  feel  that  the  New  York  Stock  Exchange, 
by  not  restricting  the  operations  of  brokers  and  by  throw- 
ing the  field  open  to  all  members,  offers  the  greatest  ad- 
vantages, or  at  least  that  "the  same  result  is  obtained  is 
tbi  New  York  Stock  Exchange  far  more  openly  and  above 
board  by  the  presence  in  all  active  securities  of  a  host  of 
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Bneh  jobbers,  —  brokers,  traders,  epeculistB,  and  specula- 
tors, —  each  actively  bidding  and  offering  by  voice  and 
gesture,  and  -withoot  collasioa,  and  each  thereby  contrib- 
uting to  the  making  of  the  freest  possible  market  and  the 
closest  possible  price."  * 
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CBLAPTEE  XI 

TYPES  OF  OFFERS  AND  ORDERS 

Tjrp6f  of  Bids  and  OSen. — ^The  rules  of  every  Btoek 
exchange  definitely  state  the  various  kinda  of  bids  and 
ofFers  that  are  permitted  to  be  made  on  its  floor,  and  the 
essential  differences  between  them  relate  chiefly  to  the 
time  of  delivery.  Thos  the  New  York  Stock  Sxchange. 
which  is  typical  in  this  respect,  provides  in  its  roles  that 
bids  and  offers  may  be  made  only  as  follows: 

1.  "For  cash,"  that  is,  for  delivery  of  the  secorities 
by  the  seller  upon  the  same  day  that  the  contract  is  made. 

2.  "Begular  way,"  that  is,  for  delivery  of  the  secnri- 
ties  by  the  seller  upon  the  business  day  following  the  day 
upon  which  the  contract  is  made. 

3.  "At  three  days,"  that  is,  for  delivery  of  the  seenri- 
ties  by  the  seller  upon  the  third  day  following  the  day 
upon  which  the  contract  is  made.  Some  exchanges  allow 
two^ay  contracts  that  call  for  delivery  upon  the  second 
day  following  the  making  of  the  contract. 

4.  "Buyer's"  or  "seller's"  options  for  not  less  than  4 
days  nor  more  than  60  days.  The  commonest  forms  of 
such  ofFers  are  those  to  buy  or  to  sell  securities  "buyer 
thirty"  (days)  or  "seller  thirty"  (days),  or  "buyer 
sixty"  or  "seller  sixty."  The  options  under  these  bids 
and  offers  give  either  the  buyer  the  right  to  call,  or  the 
seller  the  right  to  deliver,  at  any  time  within  the  limits 
fixed.  The  New  York  Stock  Exchange  requires  that  such 
options  must  not  ran  tees  than  3  days  nor  more  than  60; 
that  on  all  transactions  for  more  than  3  days,  written 

IM 
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contracts  most  be  exchai^ed  on  the  day  following  the 
traofiactioa ;  that  such  contracts  shall  carry  interest  at  the 
legal  rate,  onless  otherwise  agreed;  and  that  in  all  cases 
one  day's  notice  mnst  be  given,  at  or  before  2:15  F.  M., 
before  the  securities  shall  be  delivered  prior  to  the  ma- 
tority  of  the  contract.  The  rules  of  the  Exchange  further 
provide  that  "on  offers  to  hnj  'seller's  option'  or  to  sell 
'buyer's  option,'  the  longest  option  shall  have  precedence, 
and  on  offers  to  bny  'buyer's  option'  or  to  sell  'seller's 
option,'  the  shortest  option  shall  have  precedence." 

With  respect  to  the  time  of  delivery  offers  to  bny  or  to 
sell  may  also  be  conditioned  on  the  happening  of  some 
future  event.  Examples  of  such  offers  are  those  to  buy  or 
to  sell  securities  "seller  (upon  the)  opening  of  books," 
or  "to  arrive,"  or  "when  issued."  Bids  and  offers  of  this 
sort  are  not  provided  for  by  the  rules  of  the  New  York 
Stock  Exchange,  but  where  used  the  seller  must  deliver  as 
soon  as  the  event  stated  in  the  offer  occurs.' 

The  following  regulations  of  the  New  York  Stock  Ex- 
change concerning  the  time  of  delivery  on  contracts  should 
also  be  noted.  Bids  and  offers  without  stated  conditions  are 
considered  as  "r^nlar  way,"and  the  great  mass  of  the  bosi- 
neas  on  the  Exchange  belongs  to  this  class.  All  deliveries  of 
secnrities  must  be  made  before  2:15  P.  M.  of  the  day  when 
delivery  is  called  for  under  the  definition  of  the  several  bids 
and  offers,  and  when  deliveries  are  not  made  by  that 
time,  the  contract  may  be  closed  "under  the  rule."  Con- 
tracts falling  dne  on  holidays  or  half-holidays  observed  by 
the  Exchange  are  settled  on  the  preceding  business  day, 
except  that,  when  two  or  more  consecutive  days  are  holi- 
days or  half-holidays,  contracts  falling  doe  on  other  than 
the  first  of  such  days  are  settled  on  the  next  buBiness  day 
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folltming.    On  half-liolidays  seenrities  sold  qradfieall^  for 
"caah"  must  be  delivered  at  or  before  11 :30  A.  H. 

Kegnlation  of  Bids  and  Offers. — In  addition  to  the  fore- 
going roles,  it  is  important  to  g^ve  special  attention  to  the 
roles  adopted  by  the  New  York  Stock  Exchange  on  March 
30,  1910,  and  amended  on  May  12,  1911,  and  February  25, 
1920.  Prior  to  the  adoption  of  these  rules,  a  broker  could 
offer  to  buy  or  sell  a  large  block  of  securities  and  refuse 
to  accept  offers  for  less  than  the  total  amount.  This  prac- 
tice led  to  abuses  through  manipulation  of  prices,  once 
dealers  could  by  this  means  establish  quotations  for  a  cer- 
tain security  above  or  below  its  previous  price,  by  simply 
offering  to  give  or  to  take  an  amount  of  the  security  so 
large  that  no  one  would  be  in  a  position  to  offer  or  to 
receive  the  amount.  The  rule  of  1910,  however,  declares 
that  the  recognized  quotation  on  stocks  shall  be  public 
bids  and  offers  on  lots  of  100  shares,  or  on  lots  of  $10,000 
par  value  of  bonds,  and  that  "all  bids  and  offers  on  larger 
lots  shall  be  considered  to  be  for  any  part  thereof  in  lots 
of  100  shares  and  any  multiple  thereof,  in  the  case  of 
stocks;  and  in  the  rase  of  bonds,  in  lots  of  tl0,000  par 
value  and  any  multiple  of  $5,000  in  excess  of  $10,000  par 
value."*  This  means  that  a  broker  offering  to  bay  1,000 
shares  of  a  particular  stock  at  a  price  above  the  cnrrent 
quotation  is  compelled  to  accept  all  offers  of  100  shares 
or  multiples  thereof  until  the  entire  order  of  1,000  shares 
has  been  HHed.  In  addition  to  this  role  regulating  bids 
and  offers,  further  provision  was  made  to  the  effect  that 
"if  a  bid  is  made  for  a  larger  lot  of  stock  above  the  price 
at  which  smaller  lots  are  offered,  or  if  a  transaction  is 
made  in  a  larger  lot  above  the  price  at  which  smaller  lots 
are  offered,  such  bidder  or  buyer  shall  be  compelled  to  buy 
any  or  all  of  the  smaller  lots  which  were  publicly  offered 

■  Conatitution  ot  the  New  York  Stock  Eidwnge,  p.  82. 
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at  the  time,  at  the  lower  price,  up  to  the  amount  of  the 
bid  for  the  largor  lot.  11  the  bid  for  the  lai^er  lot  is 
accepted,  and  the  buyer  is  onwilliug  to  buy  more,  the 
seller  most  give  ap  to  the  members  who  were  publicly 
offering  to  sell  at  the  lower  price,  sneh  amounts  as  they 
were  pablicly  offering  to  sell  at  the  lower  price,  if  sach 
claim  is  made  immediately."*  A  similar  rule  applies  in 
case  an  offer  is  made  to  sell  a  larger  lot  of  stock  below 
the  price  that  is  bid  for  smaller  lots.  It  is  expressly  pro- 
vided, howcTcr,  that  the  foregoing  provisions  ahall  not 
apply  to  lots  of  less  than  100  shares  nor  to  active  openings 
when  bids  and  offers  are  simaltaneons. 

The  foregoing  rules  were  later  supplemented  by  addi- 
tional roles  that  provide  that  "a  member  may  sell  or  offer 
the  largest  amount  bid  for  without  regard  to' priority  of 
bids.  Should  the  offer  be  of  an  amount  larger  than  the 
largest  bid,  the  balance  shall  go  to  the  next  largest  bidder 
in  sequence ;  bids  for  equal  amounts  being  on  a  par.  A 
member  may  buy  on  bids  under  the  same  rule."*  Silent 
bids  and  offers  are  not  recognized,  and  further  provision  is 
made  to  the  effect  that  "disputes  arising  from  a  question 
as  to  the  priority  of  a  bid  or  offer,  if  not  settled  by  agree- 
ment between  the  members  interested,  shall  be  settled  by 
vote  of  the  members  knowing  of  the  transaction  in  ques- 
tion," and  "if  not  settled  by  agreement  between  the  mem- 
bers interested,  shall  be  settled  by  any  member  of  the 
Committee  of  Arrangements.'"  Attention  is  also  called 
to  the  resolution  of  the  Exchange,  which  provides  that 
"where  parties  have  orders  to  buy  and  orders  to  sell  the 
same  securities,  said  parties  must  offer  said  securities,  if 
they  be  bonds  at  one>eighth  of  (me  per  cent,  and  if  stocks 


*  Conatitutioii  of  the  New  York  Sttxi  EzchBiue,  p.  82. 

*  Ibid,,  p.  83. 
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at  one-eightli  of  on«  dollar,  higher  than  their  bid  before 
inf>fciiig  traDBactions  with  tbemselTeB."  * 

TypM  of  Orders  Olassifled  with  Bef  erenoe  to  Uw  Prio* 
Llndti  Used. — Sabject  to  the  foregoing  exchange  rules 
governing  bids  and  offers,  the  engagement  between  broker 
and  coHtomer  for  the  purchase  and  sale  of  securities  may 
contain  any  promises  and  conditions  that  they  may  see  fit 
to  agree  upon  and  that  are  not  contrary  to  law.  TVltb 
few  exceptions,  however,  the  restrictions  placed  upon 
orders  for  the  parchase  and  sale  of  securities  throuf^  a 
broker  pertain  to  the  price  at  which  the  purchase  or  sale 
should  be  made.  In  this  respect  orders  are  either  "lim- 
ited" or  "unlimited."  Limited  orders,  in  turn,  may  be 
divided  into  two  classes,  namely,  those  that  are  to  be 
executed  at  a  fixed  price  only  and  those  that  belong  to  the 
class  of  so-called  "stop"  orders.  Unless  stipulated  to  the 
contrary  by  the  customer,  orders  are  considered  by  cus- 
tom to  remain  in  force  only  during  the  day  on  which 
they  were  issued.  If  the  contrary  is  desired  in  this  re- 
spect, the  customer  must  either  indicate  the  period  for 
which  the  order  shall  remain  in  force,  or,  if  he  does  not 
desire  to  state  a  definite  time,  have  the  order  marked 
' '  good  till  canceled. ' ' 

A  typical  illustration  of  an  order  limited  as  to  a  fixed 
price  is  the  following:  "Buy  (or  sell)  for  my  account 
and  risk  100  U.  S.  Steel  common  at  78."  In  thia  ease 
the  bujring  order  must  be  executed  by  the  broker  in  the 
open  market,  as  soon  as  possible,  and  at  the  stipulated 
price  of  78,  or  at  a  better  price  if  the  stock  is  offered  tinder 
78  when  the  order  reaches  the  market.  Similarly,  the 
selling  order  must  be  executed  at  78  or  better.  "Better" 
means  above  the  stipulated  price  if  it  is  a  selling  order 
and  below  the  stipulated  price  if  it  is  a  buying 'order. 

•ConrtitvtkHiof  the  New  YoA  Stock  Biehsnge,  Artiefe  21,  p.  U. 
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Contrasted  with  this  limited  order,  there  is  the  "at- 
the-market"  order,  which  specifies  no  price  and  which 
most  be  executed  immediately  at  the  bett  price  obtainabU 
at  tke  time.  Such  orders  are  freqnently  given,  especially  by 
creditors  when  closing  ont  collateral,  for  the  express  par- 
pose  of  having  an  immediate  execution  to  forestall  any 
possible  adverse  movement  of  the  price.  In  the  case, 
therefore,  of  semi-active  or  inactive  securities  "at  the  mar- 
ket '  *  orders  may  be  the  caose  of  considerable  price  flactna- 
UoQB.  It  is  in  the  execution  of  such  orders  that  odd-lot 
dealers,  specialists,  and  floor  traders  serve  a  very  useful 
purpose  in  that  they  are  instrumental  through  their 
speculations  in  making  the  market  more  continuous.  No 
discretion  can  be  exercised  by  the  broker,  no  matter  how 
good  his  intention,  in  deferring  the  execution  of  such 
orders.  On  the  other  hand,  the  broker,  as  long  as  he 
acts  carefully  and  in  good  faith,  is  fully  protected  by 
law  against  any  of  the  consequences  that  may  grow  ont 
of  the  fact  that  he  finds  it  possible  to  execute  the  order 
only  at  a  price  far  removed  from  the  quotation  that  mied 
when  the  order  was  given. 

"Stop  Orders.' ' — A  very  common  form  of  limited  order 
is  the  so-called  "stop  order,"  the  principal  function  of 
which  is  to  enable  holders  of  securities  as  well  as  short- 
sellers  to  protect  their  profits  or  to  limit  their  losses  in  a 
finctuating  market.  Bankers  and  other  lenders  of  money 
may  also  ose  such  orders  to  protect  themselves  against 
borrowers  who  allow  their  collateral  to  depreciate  in  price 
beyond  the  agreed  limit.  Having  bought  100  U.  S.  Steel 
common  at  78,  the  buyer  may  give  a  stop  order  as  fol- 
lows: "Sell  100  U.  S.  Steel  common  at  76,  stop,"  or  in  ease 
a  short  sale  was  made  at  78,  the  seller  may  give  the  fol- 
lowing order:  "Buy  100  U.  S.  Steel  common  at  80,  stop." 
Any  stipulations  may  be  made  as  to  the  period  of  time 
daring  which  such  orders  are  to  remain  in  force,  bat. 
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unless  otherwise  stated,  are  considered  by  enstom  to  be 
"good  till  canceled."  In  the  case  of  the  aforementioned 
selling  stop  order,  the  order  becomes  an  "  at-the-market" 
order  just  as  soon  as  100  shares  of  the  stock  are  sold  or' 
offered  hy  another  broker  at  76  or  nnder.  Likewise,  a 
buying  stop  order  becomes  an  "at-the-market"  order  jiut 
as  soon  as  100  shares  of  the  given  stock  are  sold  or  bid 
for  by  another  broker  at  or  above  the  stipolated  priee, 
namely,  80  in  onr  illustration.  It  has  been  decided  many 
times  by  the  courts,  and  is  understood  by  usage,  that  the 
broker  entrusted  with  the  stop  order  must  not  be  instra- 
mental  in  manipulating  the  market  with  a  view  to  making 
the  price  of  the  given  stock  snch  as  to  make  his  stop  ordn 
become  operative  as  a  market  order. 

Since  the  stop  order  becomes  a  market  order  when  the 
price  of  the  security  reaches  the  price  stipulated  in  the 
order,  it  follows  that  the  broker  may  not  be  able, 
especially  in  a  rapidly  declining  or  advancing  market,  to 
sell  or  buy  the  stock  at  the  stipulated  price.  Neverthe- 
less, the  broker  must  act  at  once  when  the  stipulated  price 
is  reached,  although  the  next  bid  or  offer  may  be  consider^ 
ably  below  the  previous  sale.  The  customer  must  stand 
the  loss,  if  any,  and  the  broker  would  be  legally  liable  for 
failure  to  act  promptly,  if  in  case  of  an  order  to  sell,  for 
example,  he  bad  an  opportunity  to  execute  the  order  at 
a  price  lower  than  the  stop  price  but  neglected  to  do  so  in 
the  sincere  expectation  of  a  rise.  Evidently  this  legal 
position  of  the  broker  was  not  understood  by  many  mem- 
bers of  the  public  at  the  time  of  the  panic  associated  with 
the  so-called  "peace  note  leak"  of  1916.  On  that  memor- 
able day  the  market  became  apparently  non-continnoua 
for  a  brief  period  of  time.  Certain  securities,  otherwise 
very  active,  declined  10  points  or  more  in  a  few  minutes 
with  the  result  that  numerous  stop  orders  bad  to  be  exe- 
eated  at  prices  much  below  the  limits  set  in  the  order, 


TYPES  OF  OFFERS  AND  ORDERS  161 

ahlumgli  immediately  afterwards  many  of  the  prices  re- 
bonnded  to  almost  the  flgnres  preTailin^  before  the  decline 
eommenced.  The  chagrin  of  many  whose  stop  orders  bad 
been  executed  might  well  be  imagined,  and  complaints 
were  exceedingly  nnmerous.  Probably  to  prevent  similar 
complaints  in  the  fature,  the  New  York  Stock  Exchange 
saw  fit  to  embody  the  legal  meaning  of  a  stop  order  in  a 
special  resoIatioD.  This  resolation,  adopted  onder  date  of 
December  27,  1916,  expressly  states,  "that  a  stop  order 
to  bay  stock  becomes  a  market  order  when  the  stock 
sells  at  or  above  the  stop  price ;  a  stop  order  to  sell  stock 
becomes  a  market  order  when  the  stock  sells  at  or  below 
the  stop  price."* 

It  is  dne  to  this  constmction  of  a  stop  order  that  snch 
orders  do  not  famish  the  same  certainty  of  limiting  a  loss 
as  do  privileges,  "pats"  and  "calls,", and  that  they  arc 
freqaently  ased  as  a  means  of  driving  the  market  np  or 
down  by  manipulators  who  may  have  sacceeded  in  learn- 
ing of  their  existence  in  large  numbers.  "Puts"  and 
"calls"  onder  the  European  plan,  it  will  be  recalled, 
definitely  insure  the  holder  of  them  against  any  loss  in 
price  beyond  the  commission  and  the  price  of  the  privilege. 
Since  privileges  extend  over  a  period  of  time,  they  also 
allow  the  holder  to  wait  until  the  end  of  the  stipulated 
period  to  decide  whether  it  is  more  profitable  to  exercise 
the  privilege  or  to  purchase  or  sell  the  security  in  the 
market.  Although  the  market  price  of  the  security  may  at 
one  time  show  a  large  loss,  against  which  the  holder  of 
the  privilege  is  protected,  tliat  price,  before  the  expiration 
of  the  "put"  or  "call"  period,  may  have  so  materially 
changed  as  to  show  a  profit.  In  other  words,  "puts"  and 
"calls"  are  a  means  of  insurance  during  the  entire  period 
for  which  they  are  issued.    Stop  orders,  on  the  other  hand, 

'CooMitiitioD  ot  the  New  Yoric  Stock 
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terminate  when  executed,  and  do  not,  as  in  the  MM  of 
privileges,  give  the  user  thereof  the  benefit  of  fatnre 
favorable  price  movements.  Frequently  snch  orders  alao 
involve  the  nncertainty  attaching  to  "at-tbe-market" 
orders,  that  is,  it  may  not  be  poaable  to  execute  them  at 
the  "stop"  price,  in  which  ease  they  must  be  executed 
at  the  next  beat  price,  whatever  that  may  be. 

Moreover,  if  numerous  stop  orders  are  found  to  exist  in 
a  given  security,  they  are  frequently  "uncovered"  by 
manipulators.  Let  us  assume  that  with  a  stock  selling  at 
78,  numerous  stop  orders  have  been  placed  by  holders  of 
such  stock  at  77,  76,  and  75.  Knowing  that  these  orders 
become  "at<the-market"  orders  as  soon  as  the  stock  in 
question  sells  at  the  above  prices,  manipulators  if  they 
learn  of  the  existence  of  such  orders,  may  suddenly  sell 
the  stock  heavily  with  a  view  to  depressing  it  from  78 
to  77.  As  soon  as  the  stock  reaches  77,  all  the  stop  orden 
to  sell  at  that  price  come  automatically  on  the  market 
and  may  serve  to  depress  the  price  to  76,  when  the  next 
lot  of  stop  orders  would  have  to  be  executed,  thus  pos- 
sibly further  depressing  the  price  to  75  when  more  orders 
would  have  to  be  executed.  In  the  meantime,  those  who 
originally  started  the  selling  movement  would  accumu- 
late the  stock  represented  by  the  stop  orders;  and  tqtOQ 
it  appearing  that  snch  orders  had  been  fairly  well  uncov- 
ered might  easily  bid  the  stock  up  to  approximately  its 
former  price. 

If,  however,  a  customer  desires  to  stop  a  loss,  and  at 
the  same  time  does  not  want  to  sell  the  stock  at  less  than 
the  stop  price,  he  can  give  a  "stop-and-limit  order"  to 
the  following  effect:  "Sell  100  U.  S.  Steel  common  at 
78  stop  and  limit."  Or  this  limit  may  be  varied  as  fol- 
lows: "Sell  100  U.  S.  Steel  common  at  78  stop,  limit 
77."  In  the  first  case  the  broker  cannot  sell  for  less  than 
78,  and  in  the  latter  caae  he  most  sell  at  78,  if  poidUe, 
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and  at  not  leas  tlian  77.  As  in  the  previoiiB  illustration, 
the  broker  most  regard  the  stop  order  as  becoming  opera- 
tire  when  the  stop^rder  price  is  reached  in  the  market. 
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CHAPTEE  Xn 

THE  SHORT  SALE 

The  short-Mller  in  the  stock  market  lias  been  aptly 
defined  as  "  a  dealer  who,  becoming  conTmced  that  a  given 
security  is  selling  at  a  price  not  likely  to  be  maintained, 
makes  a  contract  to  deliver  that  security  with  the  expec- 
tation of  obtaining  it  later  at  a  difference  in  price  which 
will  constitute  a  profit  to  himself."^  Short-selling,  it  has 
been  explained,  is  by  no  means  confined  to  the  stock  mar- 
ket bat  is  an  operation  occurring  in  many  branches  of 
business.  It  represents  one  of  the  great  forces  that  pre- 
vent the  ^eculative  market  from  becoming  one-sided,  and 
constitutes  the  most  effective  means  of  restraining  unwar- 
ranted marking  up  and  down  of  prices.* 

Eoonomie  Fonotions  of  Shoti^Illng  Smnmariiod. — In 
various  chapters  of  this  volume  extended  reference  ia 
made  to  the  numerous  economic  functions  of  short-selling. 
The  practice  of  short-selling,  it  was  shown,  is  a  prominent 
factor  in  resisting  any  excessive  inflation  of  the  general 
price  level  of  securities  and  in  checking  violent  declines 
in  time  of  panic.  Through  its  infiuence  security  prices  are 
steadied  and  extreme  fluctuations  are  reduced.  Serious 
business  depressions  are  largely  discounted  through  ita 
operation  so  that  they  do  not  take  the  form  of  a  sudden 
shock  to  the  market,  but,  instead,  are  reflected  ao  gradn- 

>  Hmry  Q.  S.  Noble's  Teatimony  befon  the  Senate  OommittM  on 
Buking  and  Cumocy  on  8  Bill  389&,  1914,  p.  ISO. 

■  See  the  wetion  on  "  Short-Selling "  in  the  Report  of  Oomaar 
fiiiffhai'  Comnitite  on  Speeuialion  in  Securilif  and  Conuiudititt. 
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ally  in  the  price  movements  that  the  holder  of  secizrities 
has  ample  time  to  observe  the  sitaation  and  limit  his  loss.* 
Moreover,  the  advantages  of  a  continuous  market  to  the 
small  investor  depend  largely  upon  the  existence  of  short- 
selling,  becaose  in  the  absence  of  this  practice  odd-lot 
dealers  -and  specialists  could  not  ply  their  trade.*  All 
arbitrage  transactions  must  neceasarily  depend  upon  a 
abort  sale  in  one  or  the  other  of  the  markets  involved.* 
Owners  of  secnrities  who  desire  to  sell  at  prevailing  prices 
but  who  are  unable  to  deliver  the  certificates  at  once  also 
find  it  very  convenient  to  have  their  broker,  when  he 
makes  the  sale,  borrow  the  securities  for  delivery  pur- 
poses. Lastly,  short-selling  proves  extremely  useful  in  the 
marketing  of  privileged  subscriptions,*  and  in  the  con- 
version  of  bonds  into  stock.' 

Prindples  Ooveraing  the  Short  Sale  In  the  Stoek  Mar- 
ket,— The  short  sale  is  inherently  a  speculative  trans- 
action, since  the  seller  sells  a  security  that  he  does  not  yet 
ovm  in  the  hope  that  that  security  will  subsequently  decline 
so  that  he  may  purchase  for  delivery  on  his  contract  at  a 
lower  price  than  that  received  from  the  person  to  whom  he 
originally  sold  it,  and  net  the  difference.  In  most  respecta 
the  principles  ontlined  in  the  preceding  chapters,  as  regards 
the  execution  and  legal  interpretation  of  the  order  and  the 
respective  rights  of  the  customer  and  broker,  are  also  appli- 
cable to  the  short  sale.  But  in  certain  important  particu- 
lars short^selling  diifers  radically  from  a  speculative  ac- 
count on  the  "long"  or  "boll"  side  of  the  market.  It  is 
the  purpose  of  this  chapter  to  explain  these  features. 


■  See  Quptcr  m  on  "  Kaoonnting  Funetkm  ol  the  Maitet." 
'  See  Ch^tK  X  on  "  IVpea  of  DMkn  mod  Broken." 

■  See  Chapter  VU  on  "  AibHncing." 

*  See  Chapter  XVII  on  "  The  CcnqiutAtion  and  hluketinc  of  Fmi- 
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Nature  of  the  Order  to  SeU  Short.— Ho  prescribed  type 
of  order  ia  demaaded  by  brokers  from  costomen  dsBiring  to 
sell  a  Becnrity  short.  CnstomarUy  the  order  vill  read  as 
followa:  "Sell  for  my  account  and  risk  100  U.  S.  Sted 
commoD  at  78,  and  borrow  for  delivery."  Scnnetuiies  the 
term  "Bhort-aeller"  ia  osed  in  tbe  ctmtract  instead  of  "and 
borrow  for  delivery."  Either  term  is  intended  to  indicate 
that  the  seller  does  not  own  the  securities  sold,  and  that  the 
br(&er  must  make  arrangements  to  borrow  the  same  in 
order  to  make  delivery  on  the  contract  on  the  day  f<dlowin8 
the  sole.  Frequently,  however,  the  order  contains  no  saeh 
intimation,  the  customer  expecting  the  brewer  to  be  gov- 
erned in  bis  actions  by  the  terms  of  previous  dealings,  or 
intending  to  declare  his  position  after  the  broker  has  e<n- 
tracted  to  sell  the  securities  and  before  thBy  moat  be  d»- 
livered.  When  the  customer's  intention  to  sell  short  has 
been  made  known  to  the  broker,  the  order,  when  fully  in- 
terpreted, becomes  the  following:  "I  order  you  to  contract 
to  sell  for  regular  delivery  for  me  and  at  my  risk  on  the 
Stock  Exchange  of  which  you  are  a  member,  according  to 
its  roles  and  customs,  100  shares  of  the  common  stock  «t 
the  U.  S.  Steel  Corporation  at  78  dollars  or  better  tot 
every  one  hundred  dollars'  worth  of  the  par  valne  of  the 
shares,  and  I  further  order  you  to  borrow  100  shares  of 
the  same  stock  and  deliver  these  accordii^  to  the  roles  of 
your  Stock  Exchange  to  the  purchaser  or  purchasers  under 
the  contract  or  contracts  of  sales. ' '  * 

Nature  and  Termi  of  the  Loan  Trantaction. — Since  the 
CQstomer  has  sold  securities  that  he  does  not  own,  and  yet 
must  make  delivery  on  the  following  day,  he  can  place 
himself  in  a  position  to  take  advantage  of  the  decline  in 
price  he  anticipates  in  only  one  way,  namely,  by  borrowing 
the  securities  from  some  one  else  for  delivery  purpoMi. 

■  Eliot  Norton,  Slurl  Sole*  qf  S«eyritiet  (Am^h  a  Sloek  Brdbr,  p.  17. 
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This  he  iiiBtructs  his  broker  to  do  for  him.  To  facilitate 
saeh  borrowing,  ezdiangea  permit  their  members  to  borrow 
Becnritjes  from  one  another  on  any  terms  ibey  choose.  By 
cDstfnn,  however,  contracts  for  the  loan  of  securities  are 
governed  in  nearly  all  cases  by  the  following  conditions.* 

1.  AlthoQf^  acting  as  agents  for  their  cnstomers,  brok- 
en in  borrowing  secarities  from  each  other,  regard  them- 
selves as  principals  in  the  transaction. 

2.  The  loan  is  a  "call"  loan,  that  is,  one  that  can  be 
terminated  on  demand  by  either  the  borrower  or  lendw 
of  the  securities. 

8.  The  borrowed  stock  is  assigned  in  blank  by  the  lender, 
thus  enabling  the  borrower,  as  he  is  authorized  to  do,  to 
ose  the  secnrities  as  he  seea  fit.  In  fact,  the  title  to  the 
secarities  when  they  are  delivered  by  the  borrower  to  the 
buyer  is  usoally  tranferrod  by  the  latter  on  the  books  of  the 
corporation.  In  a  general  way,  therefore,  a  loan  of  securi- 
ties assumes  the  form  of  a  purchase  from  the  standpoint 
of  the  borrower,  and  a  sale  from  the  standpoint  of  the 
Imder.  The  mgnificance  of  this  similarity  will  later  be 
shown  to  have  an  important  bearing  on  the  clearing  of 
securities  throngh  the  stock-exchange  deoring-hoose,  since 
brok^B  cm  th^  clearance  sheets  record  securities  they  bor- 
row as  purchases  and  securities  they  lend  as  sales.  In 
reality,  however,  the  loan  transacticm  is  regarded  by  the 
parties  thereto  as  a  loan  in  the  strict  sense  of  the  term, 
the  lendv  ccmtinning  in  all  respects  as  the  owner  of  the 
securities. 

4.  The  loan  is  secured  by  the  borrower  agreeing  to 
keep  on  depomt  with  the  lender  at  all  times  the  market 
value  of  the  borrowed  securities  as  measured  by  the  quo- 
tations prevtuUng  on  the  Exchange  of  which  the  parties 
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to  the  loan  are  members.  Sometknes,  although  this  is  not 
the  general  practice,  additional  secority  in  the  form  of  t- 
margin,  mually  10  per  cent  of  the  par  valne  of  the  ae- 
cnrity,  over  and  above  the  market  price  may  be  demanded 
by  the  lender.  As  the  price  of  the  seeurity  rises  or  falls, 
the  borrower  either  pays  to  the  lender  or  draws  upon 
him  for  such  aoms  as  represent  the  increase  or  decrease  in 
the  market  value. 

5.  Since  the  lender  continnes  as  the  owner  of  the  se-' 
cnrities,  having  merely  lent  them,  the  borrower  agrees  to 
p^r  him  all  dividends,  interest,  or  other  accretions  to 
the  secnrities.  Having  merely  given  the  borrower  the 
use  of  the  securities,  it  would  be  unfair  to  have  the  lender 
lose  the  income  thereon  between  the  time  they  are  lent 
and  their  return.  As  will  be  explained  in  greater  detaU 
later,  dividends  and  other  income  on  secnrities  are  treated 
in  the  loan  account  as  increases  in  the  market  price  <^ 
the  securities.  Assessments  levied  during  the  continuance 
of  the  loan,  on  the  contrary,  must  be  paid  by  the  lender  as 
the  owner  of  the  borrowed  securities,  since  the  security 
that  will  later  be  returned  to  the  lender  will  include  the 
amount  of  the  assessment 

6.  On  all  money  pledged  by  the  borrower  as  security 
for  the  loan  the  lender  agrees  to  pay  interest,  and  the  rate 
customarily  paid  is  the  one  prevailing  for  call  loans  at  the 
time.  If  the  seeurity  is  scarce  for  borrowing  purpose^ 
the  lender  may  demand  that  the  rate  of  interest  be  re- 
duced below  the  prevailing  rate  for  call  money,  and  if  it 
is  still  scarcer,  he  may  demand  that  he  receive  the  market 
price  without  the  payment  of  any  interest  at  all,  in  wMcfa 
case  the  security  is  said  to  "loan  flat"  It  may  happen, 
however,  that  the  security  is  so  scarce  that,  in  order  to 
obtain  it,  the  borrower  is  actually  obliged  to  pay  the 
lender  a  premium  in  addition  to  the  purchase  price. 

The  lending  of  stock  at  a  very  low  rate  of  interest  on 
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the  motley  given  u  secmdtr,  or  lending  It  flat  or  at  a 
premiam,  is  asaaUy  brought  about  when  the  market  in  the 
Becnrity  Is  in  an  "over-sold"  condition.  By  this  is  meant 
that  there  has  been,  in  view  of  the  normal  snpply  of  and 
demand  for  a  security,  an  nnnsaally  large  amotint  of 
short-selling.  The  borrowing  demand  for  the  secorities, 
therefore,  in  view  of  the  limited  floating  supply,  will  be 
so  large  that  a  special  inducement  must  be  given  the 
lender  in  the  form  of  a  small  interest  rate  or  possibly  even 
the  free  use  of  the  money  representing  the  market  price  of 
the  securities.  In  this  respect  the  loan  market  for  securi- 
ties  has  at  times  been  manipulated,  that  is,  securities  were 
purposely  made  to  appear  very  plentiful,  for  lending  pup- 
poses  in  order  to  encourage  short-selling,  while  later  the 
secuiities  were  suddenly  withdrawn  for  lending  purposes 
and  made  to  appear  very  scarce.  Again,  it  may  happen 
that  stocks  can  not  be  borrowed  at  all.  In  such  cases, 
the  market  is  said  to  be  "cornered."  Briefly  stated,  a 
comer  in  a  stock  exists  when  a  short  interest  therein  finds 
it  impossible  to  obtain  the  shares  necessary  to  fulfill  de- 
livery on  contracts  of  sale  previously  made.  Such  a  situa- 
tion is  brought  about  by  an  operator  or  clique  of  operators 
obtaining  possession  of  all  or  nearly  all  the  shares  of  a 
given  stock  that  are  avtulable  for  delivery  purposes,  and 
thus  compelling  short-sellers  to  settle  at  a  price  deter- 
mined by  those  operating  the  comer. 

It  remains  to  be  noted  that  where  a  broker  sells  securi- 
ties short  for  a  customer,  that  customer,  just  as  in  the 
case  of  a  speculative  purchase,  is  the  principal  in  the 
transaction.  From  this  it  follows  that  although  the  cus- 
tomer's broker,  the  borrower,  collects  the  interest  that 
the  lender  pays  on  the  purchase  price  of  the  stock,  the 
customer  might  be  considered  as  being  entitled  to  the 
interest  bo  received.  A  canvass  of  a  conmderable  number 
of  brokerage  finns  shows  a  variance  in  practice  as  re- 
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gards  giving  the  customer  thia  interest.  Certain  flnni 
state  that  they  credit  the  customer  with  some  portion, 
such  as  one-half,  of  the  interest  obtained  from  the  lender 
of  the  stock.  Others  give  no  portion  of  this  interest,  ex- 
cept interest  on  the  margin,  which  the  customer  may  have 
pledged  to  protect  the  broker.  They  do  this  on  the  plea 
that  the  short  sale  involves  extra  trouble  and  responn- 
hility  not  met  with  in  the  case  of  a  ^eculative  purchase. 
In  some  instances  the  firms  state  that  special  considera- 
tion is  given  to  those  who  are  short^ellers  on  a  large 
scale,  the  interest  factor  in  snch  cases  being  very  im- 
portant. 

7.  Upon  terminating  the  loan  the  borrower  must  re- 
tom  the  securities  and  the  lender  must  repay  the  money 
deposited  as  security  plus  interest  at  the  agreed  rate.  The 
borrower,  however,  need  not  give  back  the  identical  se- 
curities originally  borrowed,  and  in  fact  could  not  do  BO 
because  they  were  used  to  deliver  on  a  sale  and  the  title 
thereto  has  probably  been  transferred  to  the  buyer.  One 
certificate  of  stock  is  as  valuable  as  another  for  the  samo 
amount  and  of  the  same  kind  of  shares,  and  the  lender 
is  therefore  satisfied  to  receive  back  securities  equivalent 
in  kind  and  amount  to  those  originally  lenL 

Rights  and  Duties  of  the  Broker  in  Conductinff  a  Skort 
Sale  for  His  Customer. — After  having  contracted  to  sell 
securities  short  for  a  customer,  the  broker  must  borrow  the 
securities  in  accordance  with  the  foregoing  conditions  gov* 
cming  the  loan.  He  is  authorized  to  borrow  from  one  or 
more  brokers,  or  even  from  other  persons,  as  he  sees  fit. 
Upon  receiving  the  security  from  the  lender  be  must  deliver 
them  to  the  buyer  in  accordance  with  all  the  rules  and  cus- 
toms of  the  Exchange  on  which  the  sale  was  made.  He  must 
also,  Ml  delivering  the  securities  to  the  buyer,  receive  thni 
parcbase  price,  which  sum  he  must  place  to  the  credit  of 
the  customer  on  his  bo(dn,  and  then  hand  over  to  the  Imdw 
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as  a  pledge  for  the  borrowed  Becmities.  He  also  chaises 
the  ciutomer  with  the  commiBmon,  any  transfer  taxes  that 
may  be  imposed,  and  all  legitimate  expenses  jncorred.  By 
cnstom  the  bn&er  ia  allowed  to  borrow  the  securities  from 
another  cnstomer  for  whom  he  may  be  carrying  them,  he 
bong  regarded  in  this  act  as  the  agent  of  sach  customer. 
He  cannot,  however,  legitimately  lend  his  own  secorities  for 
delivery  on  a  cnstomer'H  short  sale,  since  to  do  so  would 
violate  the  principle  of  law  that  "the  agent  cannot  deal 
as  a  principal  with  his  principal. ' ' 

In  maintaining  the  loan  for  the  cnatomer  the  broker  is 
governed  by  the  law  of  agency,  and  must  exercise  due  care 
and  at  all  times  act  in  good  faith.  But  the  loan  need  not 
be  maintained  indefinitely;  it  can  be  terminated  after  a 
reasonable  time  upon  proper  notice  to  the  customer.  One 
lender  may  also  be  substituted  for  another  by  the  bn^er  at 
any  time,  and  full  authority  is  givrai  to  him  to  pay  any 
premium  that  may  be  necessary  to  effect  a  continnatiim  of 
the  loan. 

The  Ctutomer's  Liability  to  Protect  tlu  Broker. — In  the 
iTmHng  and  maintenance  of  a  loan  of  secorities  brokers,  as 
already  stated,  treat  each  other  as  principals,  and  the  bor- 
rower not  only  agrees  to  return  the  securities  but  to  pay 
the  lender  all  dividends  and  interest  that  may  become  pay- 
able thereon  during  the  period  of  the  loan,  and  at  all  times 
to  keep  on  deposit  with  him  their  market  price.  Hanifestly, 
the  assumption  of  these  obligations  justifies  the  borrowing 
brcAer  in  demanding  as  security  a  margin  from  the  custo- 
mer on  whose  behalf  the  obligations  were  assumed.  As  in 
the  case  of  a  speculative  purchase  this  margin  ia  usually 
10  to  20  per  cent  of  the  par  value  of  the  securities,  but 
may  be  more  or  less,  depending  upon  the  donands  of  the 
brcier.  Out  of  this  margin  the  broker  is  authorized  to  take 
his  commission  and  to  pay  all  legitimate  disbursements  that 
he  is  ob%ed  to  make  on  bebalf  of  the  catAtansr.    If  the 
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price  of  tbe  Becnritiee  rises  thorn  that  at  which  they  vera 
originally  sold,  the  margin  is  considered  as  being  redoeed 
by  the  amount  of  the  rise.  Whenever,  owing  to  any  of  the 
aforementioned  reasons,  tbe  margin  is  reduced  the  customer 
is  bound,  when  called  upon  by  the  brcAer  to  do  so,  to  rtstme 
it  to  the  agreed  percentage.  Should  the  cnstomer  fail  to 
respond  tu  sach  margin  calls,  the  broker  can  parchaae  the 
secorJtiea  in  the  open  market,  return  them  to  the  lender, 
and  terminate  the  transaction.  In  esse,  however,  the  price 
of  the  secnrities  falls  below  that  st  which  they  were  ori^- 
ally  sold,  tbe  customer  is  entitled  to  reduce  his  margin  by 
the  amount  of  the  decline. 

Termination  of  the  Transaction  by  the  C^ttom9r. — 
Although  borrowing  the  stock  in  his  own  name,  the  broker 
in  reality  acts  as  agent  for  the  customer.  It  follows 
therefore,  that  the  customer  may  at  any  time  order  the 
broker  to  purchase  the  securities  and  terminate  the  loan. 
Tbe  relation  between  customer  and  broker  in  this  reepect 
is  fully  stated  by  Norton  in  the  following  words  .-** 

"At  any  time  after  the  loan  has  been  made  the  customer 
has  the  right  to  have  tbe  loan  closed  and  the  transaction 
brought  to  an  end.  It  is  to  enable  him  to  exercise  this 
right  that  the  loan  is  required  to  be  made  so  that  it  can 
be  ended  at  any  time.  Though  the  loan  is  made  in  the 
stock  broker's  name,  yet  it  is  made  for  the  customer, 
and  consequently  this  right  is  the  right  of  one  of  tbe 
principals  in  a  call  loan  to  bring  it  to  an  end  wbenerer 
be  likes 

To  exercise  this  right  all  the  customer  has  to  do  is  to 
provide  tbe  stock  broker  with  tbe  securities  requisite  to 
ratisfy  the  loan  and  direct  him  to  close  the  loan  with  them. 
Since  the  stock  broker  is  the  customer's  agent  to  close  tbe 
loan,  he  must  obey  this  direction  and  must  act  with  due 

■■  Eliot  Norton,  op.  eit.,  p.  41. 
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care  and  good  f^th. The  way  the  cngtomer  tiBoally 

gets  and  intends  from  the  bef^noing  of  the  transaction  to 
get  the  aecnrities  needed  to  close  the  loan  is  to  bny  them. 
And  since  it  is  obviously  more  convenient  to  do  so  through 
the  stock-broker  who  originaUy  sold  them,  the  customer 
almost  invariably  does  so." 


Operaflon  of  the  Short  Sale  lUiistratad.— Having  in 
mind  the  preceding  discussion  of  the  principles  governing 
short-selling,  the  manner  of  conducting  a  short  sale  may ' 
now  be  illustrated.  For  this  porpose  let  as  assume  the 
following  transaction: 

On  October  1,  a  customer  orders  his  broker  "%"  to 
sell  short  for  him  on  the  New  York  Stock  Exchange, 
regular  way,  100  shares  of  a  given  stock  at  75  (par  value 
of  shares  $100) .  The  order  is  executed  at  this  price,  the 
shares  being  sold  to  broker  "Y."  The  customer  agrees 
to  protect  the  broker  with  a  margin  of  10  points,  and 
further  agrees  to  keep  this  margin  good. 

Broker  "X"  borrows  the  shares  from  another  broker 
"A,"  bat  on  October  8,  "A"  asks  to  have  the  loan  dis- 
continued. Dnring  the  week  of  October  1  to  October  8 
call  money  in  New  York  rules  at  three  and  one-half  per 
cent  and  the  stock  rises  gradually  to  86. 
'  On  October  8  "X"  borrows  the  stock  from  "B."  On 
October  9  call  money  rises  to  five  per  cent,  and  on  October 
10  to  six  per  cent,  but  on  October  11  reacts  to  fonr  per 
cent.  On  October  11  the  stock  sella  "ex-dividend"  $1 
a  share.    The  stock  in  the  meantime  has  declined  to  80. 

On  October  14  "B"  asks  for  the  return  of  the  securi- 
ties and  "X"  enters  into  a  loan  transaction  with  broker 
"C."  Call  money  is  still  ruling  at  four  per  cent.  On 
October  15  an  asHessmeot  of  tlO  a  share  becomes  due  (the 
stock  not  being  full  paid). 

By  October  21  the  stock  has  declined  to  78,  and  on  that 
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date  the  broker  closes  the  transaction  at  this  priee,  the 
ciutomer  having  given  an  order  to  this  effect. 

According  to  the  terms  of  the  sale,  the  transaction  being 
"regular  vay,"  "X"  most  deliver  the  100  shares  to  the 
purchaser  "Y"  before  2:15  P.  U.  on  October  2,  that  is,  on 
the  following  business  day.  To  obtain  the  shares  "X," 
contracting  in  his  own  name,  borrows  the  stock  fnan  "A" 
on  the  best  terms  then  obtainable,  the  shares  being  asogned 
by  "A"  to  "X"  so  that  the  latter  may  use  them  as  he 
pleases.  Upon  receiving  the  shares  "X"  gives  "A"  a 
check  for  (7,500,  the  market  price  of  the  stock.  Although 
"A"  may  insist  upon  "X"  giving  him  farther  security  for 
the  loan  of  the  stock,  such  a  course  is  not  generally  fol- 
lowed among  brokers.  The  $7,500  given  to  "A"  by  "X" 
amonnts  to  nothing  more  than  a  call  loan  secured  by  the 
100  shares  as  a  pledge  and  can  be  terminated  on  any  d^ 
by  either  party.  For  this  reason,  although  "A"  (the 
lender)  continues  to  remain  the  owner  of  the  100  sbares, 
"X"  as  the  pledgee,  having  had  the  stock  assigned  by 
"A,"  has  the  right  to  do  as  he  sees  fit  with  the  pledged 
shares  as  long  as  sufficient  stock  remains  under  his  oon- 
trol.  Since  "X"  's  customer  is  short  of  the  stock  and  can 
be  called  upon  to  deliver  it,  "X"  is  justified  In  taming  the 
borrowed  stock  over  to  the  purchasing  broker  "Y,"  iriio 
may  have  it  transferred  if  desired.  "X,"  therefore)  delivers 
the  borrowed  shares  to  "Y"  in  fulfillment  of  the  sale,  and 
recdves  from  him  the  purchase  price  of  $7,500.  The  sale 
and  delivery  having  been  completed,  "X"  charges  his 
customer  with  the  customary  commission  together  with 
the  State  and  Federal  transfer  taxes  of  (4,  and  credits 
him  with  the  amount  ($7,500)  of  the  purchase  money  re- 
ceived, the  margin  of  $1,000  deposited,  and  interest  on  that 
margin.  It  ia  thus  seen  that  the  money  received  is  treated 
by  "X"  exactly  as  though  the  customer  owned  the  securi- 
ties that  were  sold. 
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'When  on  October  8  the  stock  has  risen  to  86,  "A"  U 
entitled  to  another  $1^00  from  "X,"  since  it  is  a  condi- 
tion of  the'  loan  transaction  that  the  hoirower  must  keep 
with  the  lender  the  market  price  of  the  securities  bor- 
rowed. This  additonal  snm  "X"  obtains  b^  calling  on 
his  customer  for  additional  margin  to  the  same  amonnt, 
and  the  latter  having  agreed  .to  maintain  a  10-point  mar- 
gin is  obliged  to  comply  ivith  the  demand. 

"A,"  having  the  privilege  of  terminating  the  loan  at 
any  time,  called  upon  "X**  on  October  8  to  deliver  back 
the  stock.  To  do  so  "X"  exercises  his  right  to  shift  the 
loan  transaction  to  some  one  else,  and  borrows  the  stoek 
from  "B,"  to  whom  he  gives  his  certified  check  for  (8,600, 
the  then  market  price  of  the  stock.  "X"  now  terminates 
his  loan  with  "A"  by  handing  over  to  him  the  100  shares 
received  from  **B,"  and  in  torn  receives  back  from  "A" 
the  $8,600  pins  interest  at  three  and  one-Iialf  per  cent  upon 
the  different  amounts  held  by  "A"  between  October  1 
and  October  8. 

Since  call  money  roled  at  three  and  one-half  per  cent 
when  "X"  borrowed  the  stock  from  "B"  on  October  8, 
"B"  pays  this  rate  to  "X"  on  the  $8,600  deposited.  Bat 
this  loan  of  money  is,  as  already  explained,  a  demand  loan, 
and  it  follows  that  as  the  interest  rate  for  call  money 
changed,  the  rate  paid  by  "B"  to  "X"  correspondingly 
went  np  or  down  each  day,  as  the  case  might  be,  rising  to 
five  per  ceat  on  October  9,  six  per  cent  on  the  10th,  and 
dropping  to  four  per  cent  on  the  11th.  Bat,  in  the  absence 
of  an  agreement  to  the  contrary,  "X"  does  not  credit 
the  interest  thus  received  from  "B"  to  his  customer's  ac- 
count on  the  ground  that  its  retention  by  himself  is 
jnstified  because  of  the  additional  trouble  involved  in  con- 
ducting this  type  of  transaction. 

When  the  stock  fell  from  86  to  80,  "X"  being  only 
obliged  to  keep  with  the  lender  the  market  value  of  the 
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stock,  calla  npon  "B"  to  retam  $600,  thus  redndng  th« 
money  loan  to  $8,000.  The  cuBtomer,  likewise,  can  draw 
npoD  "X"  for  $600,  thos  reducing  his  margin  to  10  points 
as  bad  been  agreed. 

When  the  dividend  of  $1  a  share  is  paid  on  October  11, 
it  is  credited  by  "X"  to  "B's"  acconnt,  since  "B"  is 
still  the  owner  of  the  shares,  having  merely  lent  them. 
Since  the  amount  of  the  dividend  is  deducted  from  the 
market  price  of  the  stock  as  soon  as  it  sells ' '  ex-dividend, ' ' 
"X"  on  October  11,  could  technically  demand  $100  from 
"B"  to  offset  the  drop  in  price,  returning  this  money  to 
"li"  on  the  day  that  the  dividend  is  payable.  In  general 
practice,  however,  such  minor  fluctuations  are  ignored. 
"X"  must  also  debit  his  customer  with  this  $100  dividend, 
while  "B,"  instead  of  receiving  it  from  "X,"  merely  de- 
ducts that  amount  from  the  loon.  The  shares  originally 
borrowed  by  "X"  from  "A,"  but  now  owed  to  "B,"  it  will 
be  recalled,  were  sold  and  delivered  to  "Y,"  who,  having 
transferred  it  on  the  books  of  the  corporation,  is  entitled  to 
the  dividend.  "B,"  however,  as  owner  of  the  shares  he  Irait, 
is  also  entitled  to  his  dividend,  although  his  name  no  longw 
stands  on  the  books  of  the  corporation.  It  followB,  there- 
fore, since  "B's"  shares  have  beoi  used  for  "X's"  costo- 
mer  to  foliill  delivery  on  an  actual  sale  of  the  stock  and  all 
future  dividends  thereon  to  "Y,"  that  the  customs  is 
responsible  to  "B"  for  all  dividends  that  become  payable 
on  the  stock  during  the  conUnnance  of  the  loan. 

On  October  14  "B"  exercises  his  right  to  terminate  the 
loan  and  "X,"  in  order  to  return  the  lOO  shares,  borrows 
that  number  from  "C,"  giving  him  the  then  market  price 
of  $7,900,  the  price  now  being  79  because  of  the  payment 
of  the  $1  dividend.  The  stock  is  handed  to  "B"  who  re- 
tnnu  to  "X"  the  loan  of  $7,900  plus  interest  on  $8,600 
at  three  and  one>half  per  cent  for  one  day,  at  five  par 
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cent  for  one  day,  at  six  per  cent  on  (8,000  for  one  d^, 
and  at  four  ptr  cent  on  97,900  for  three  days. 

On  October  15  an  assessment  of  $10  per  share  becomes 
dn^  and  an  adjostment  becomes  necessary  that  is  just  the 
reverse  of  that  prerailing  in  the  case  of  dividends.  "C," 
as  the  owner  of  the  stock,  is  liable  for  the  payment  of  this 
assessment  of  $1,000.  Moreover,  »nce  $10  has  been  paid 
on  each  share,  tlie  price  of  the  stock  rises  from  79  to  89. 
Listead  of  "C"  paying  "X"  the  $1,000  assessment,  how- 
erer,  and  callii^  for  that  som  from  "X"  to  cover  the 
rise  in  the  price  of  the  stock,  he  simply  marks  np  his  loan 
by  that  amoimt,  namely,  to  $8,900.  "X,"  on  the  other 
hand,  credits  his  customer  with  a  like  amonnt. 

During  the  interval  between  October  15  and  October  21 
the  stock,  according  to  oar  iUostration,  declined  from  89 
to  78.  As  the  decline  proceeded  "X"  was  entitled  to  call 
on  "C"  for  a  return  of  sach  amounts  of  money  as  would 
keep  the  loan  equal  to  the  market  value  of  the  stock.  By 
the  time  the  stock  had  declined  to  78,  "C"  had  been  called 
upon  by  "X"  to  retnm  $1,100,  thus  reducing  the  loan 
from  $8,900  to  $7,800. 

On  October  21,  with  the  stock  at  78,  broker  "X"  is 
ordered  by  fais  customer  to  close  the  transaction  at  that 
price.  This  "X"  does  by  buying  the  stock  in  the  open 
ma^et.  Upon  rec^pt  of  the  shares  on  the  following  day 
from  the  seller,  "X"  pays  therefor  $7,800.  The  shares  thus 
received  arc  then  handed  to  "C"  who  returns  to  "X" 
the  loan  of  $7,800,  plus  interest  at  the  rates  that  have  pre- 
vailed during  the  interval.  While  the  stock  was  declining 
"X's"  customer  could  also  have  asked  for  a  cwresponding 
redaction  in  his  margin  deposit,  but  we  will  assume  that 
such  a  reduction  was  not  requested. 

The  transaction  having  been  terminated,  "X"  will  ren- 
dmr  a  statemrait  to  the  customer  crediting  him  with  (1) 
his  original  margin  of  $1,000 ;  (2)  additional  calls  for  mar- 
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gin  of  fl.lOO  to  which  he  respoaded ;  (3)  the  aaMSsmfltit  of 
(1,000;  (4)  interest  oc  the  asseestnent  and  the  cash  de- 
posited as  matffH',  and  (5)  the  price  received  for  the  trtock 
when  originally  sold,  namely,  |7,500  less  commissi  oo  and 
transfer  taxes  of  H ;  and  debiting  him  with  ( 1 )  the  dividend 
of  $100,  (2)  a  withdrawal  of  $600  of  margin,  and  (3)  the 
pnichaae  price  of  the  stock,  namely,  $7,800,  plus  the  custo- 
mary commission.  As  previoosly  stated,  brokers  sometimes 
credit  their  costomers  with  a  portion  of  the  interest  re- 
coved  on  the  money  loaned  on  the  borrowed  stock,  bat  no 
such  assumption  was  made  in  onr  illastration.  It  shonld 
also  be  stated  that,  as  between  brokers  themselves  and  be- 
tween brokers  and  costomera,  it  is  not  customary  in  every- 
day practice  to  insist  upon  an  adjnstment  in  margins  to 
meet  all  the  small  and  immaterial  flactnations  that  may 
occnr. 

Rkfebbncks 

E3iot  Norton,  Short  Saks  (4  SecurittM  thvuA  a  Sbxk  Bnker. 
J.  R.  Dos  Pusofl,  Treatiae  on  Ike  Law  cf  Stode  Broken  md  Btodi 
ExAanga,  vol.  I,  Chap.  Ill,  Section  7,  pp.  323-331 


CHAPTER  TTTT 
QUOTATION  SERVICE  OF  EXCHANGES 

LnqMrtuiee  of  Speod  in  nwumtfeting  Qnotatloni.— In 
probably  no  other  bunneBS  does  promptness  pis;  so  im- 
portant a  r61e  as  in  the  stock  market.  Arbitraging  in  all 
its  phaseSf  for  example,  is  dependent  upon  the  making  of 
transactions  in  at  least  two  different  markets,  often  -widely 
separated,  at  approximately  the  same  time.  Investors  re- 
nding in  all  sections  of  the  nation  desire  to  have  at  least 
a  duly  record  of  the  market  valae  of  the  stocks  and 
bonds  they  own.  Traders  in  secorities  demand  even  more, 
once  it  is  their  desire  usually  to  place  their  baying  and 
Belling  orders  with  reference  to  the  prevuling  price,  and 
a  few  minutes  difference  in  time  may  represent  a  material 
change  in  this  respect.  Bankers,  brokers,  and  other  credi- 
tors, holding  nomerons  classes  of  security  as  collateral  for 
loans,  likewise  find  it  imperative  to  know  at  all  times  the 
market  value  of  the  securities  thus  held.  As  has  been 
aptly  said  by  Pratt  ■>  "Most  of  the  tools  of  Wall  Street 
are  time  savers,"  and  "the  very  life  of  the  Street  seems 
to  depend  npon  accurate,  immediate,  and  continaous 
quotations  from  the  Stock  Exchange."  While  reference 
was  made  by  Pratt  to  the  New  York  Stock  Exchange, 
owing  to  the  many  important  issues  listed  there,  the 
thought  is  equally  applicable  to  the  numerow  minor  ex- 
changes of  the  coiintry.  Even  with  respect  to  unlisted 
securities,  the  immediate  quotation  service  of  our  organ- 

■  Senno  S.  Pntt,  The  Work  (^  WoU  StrMt,  p.  182. 
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ised  lixolianges  is  li^hly  dedrable,  since  price  tendendea 
in  these  markets  are  nearly  slw&ys  reflected  promptly  in 
the  Tinlisted  group. 

The  Ticker  Berrioe. — ContinnonB  quotations  are  fam- 
ished by  means  of  a  device  known  as  the  "stock  indica- 
tor" or  "ticker."  The  exact  nature  of  this  inatrument 
need  not  be  elaborated  upon,  owing  to  its  presence  for 
inspection  in  practically  every  brokerage  house,  bond 
house,  bank,  or  tmst  company  of  any  importance,  as  well 
as  in  prominent  hotels  and  other  public  places.  Suffice 
it  to  say  that  by  means  of  this  instrument  stock  and  bond 
transactions  made  on  the  floor  of  the  Exchange  are  imme- 
diately printed,  by  means  of  a  system  of  symbols  and 
abbreviations,  upon  a  narrow  ribbon  of  paper,  known  as 
the  "tape."  The  expression  "immediately"  is  here  used 
in  a  relative  sense.  It  necessarily  takes  some  time  to  col- 
lect and  transmit  numerous  quotations  re^pstered  in  &  big 
market.  Accordingly,  the  impressions  on  the  tape  appears 
slightly  later  than  the  actual  occurrence  of  the  transactions 
they  represent.  On  very  busy  days  the  New  York  tape 
may  be  even  10  minutes  later  than  the  market.  Such  a 
condition,  however,  does  not  occur  with  respect  to  the 
smaller  exchanges.  In  fact,  as  regards  securities  listed 
on  both  the  New  York  and  other  exchanges,  the  tape 
recording  the  transactions  occurring  on  the  smaller  ex- 
change is  apt,  on  very  active  sessions  of  the  New  York 
Stock  Exchange,  to  be  first  in  indicating  the  drift  of  prices 
in  the  New  York  market.  Under  normal  conditions,  how- 
ever, the  ticker  service  manages  to  keep  remarkable  pace 
with  the  course  of  the  market,  and  is  rarely  more  that) 
two  or  three  minutes  behind  the  actual  transactions.  Ref- 
erence should  also  be  made  to  the  fact  that  in  the  New 
York  market,  in  the  interest  of  economy  of  time,  two 
ticker  services  are  now  in  use,  one  for  stocks  and  the 
other  for  bonds  and  general  announcements. 
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'As  the  sales  take  place,  reportera  employed  by  the  Ex* 
change,  obtun  the  quotations  and,  referring  to  the  New 
York  Stock  Exchange,  take  them  to  telegraph  stations 
conveniently  located  in  the  Board  Boom.  From  here  the 
quotations  are  sent  to  a  special  room  occapied  by  the  em- 
ployees of  two  ticker  companies, — the  New  York  Quota- 
tion Ckimpany,  owned  and  controlled  by  the  Exchange 
wHh  a  view  to  supplying  its  own  members  with  quota- 
tions, and  the  Gold  and  Stock  Company,  a  private  com- 
pany, operated  independently  of  the  Exchange  and  organ- 
ized to  sell  quotations  to  any  client  approved  by  the 
Exchange. 

Vte  of  Abbreviations. — Reference  has  been  made  al- 
ready to  the  use  of  an  elaborate  system  of  symbols  and 
abbreviations.  No  other  method  is  practicable,  owing  to 
the  enormous  niunber  of  stock  and  bond  issues  currently 
traded  in.  Were  the  tape  to  record  the  full  name  of  all 
the  corporations,  as  well  as  print  full  words  to  express 
the  particular  security,  the  number  of  shares  sold,  the 
price,  etc.,  the  ticker  would  soon  fall  so  far  behind  the 
market  as  to  be  outdistanced  by  even  the  daily  press. 
Instead,  every  effort  is  made  to  use  abbreviations  to  the 
greatest  degree  possible,  consistent  with  clearness  and 
accuracy.  To  the  novice  these  abbreviations  are  meaning- 
less, but  to  those  actively  connected  with  the  bnsinees 
each  impression  on  the  tape  has  a  definite  significance.* 
In  fact,  many  of  the  abbreviations  for  corporate  names 
become  so  generally  known  to  the  Street  as  to  result  in 
the  application  of  nicknames  to  the  corporations  in  ques- 
tion.* 


en  a  lam  cm 

tape  leuen  n 
'  Amons  sot 


,. 1  ma,j  refer  thereto. 

•  Among  active  BtoclcB  on  the  New  Yorit  Gsohimge  mention  u 
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For  a  detailed  description  of  abbreviations  used  by  the 
New  Tork  Stock  Exchange  the  reader  is  referred  to  Ap- 
pendlx  IX  of  this  volume.  Over  1,500  stocks  and  bonds 
are  quoted  on  the  New  York  ticker.  To  each  of  the  cor- 
porations involved  a  special  abbreviation  has  been  as- 
signed.* But  in  addition  to  these,  numeroos  symbols  are 
employed  to  signify  the  sale  of  100  shares,  the  sale  of  more 
or  less  than  100  shares,  the  making  of  an  offer  or  bid 
without  a  sale,  the  reporting  of  a  sale  outside  of  its  proper 
place,  the  reporting  of  an  error,  the  recording  of  three-day 
contracts,  etc.  Again,  some  57  abbreviations  are  used  to 
designate  certain  much-used  words  and  phrases,  such  as 
adjustment,  assessment  paid,  clearing  house,  convertible, 
deferred,  flat  without  interest,  general  mortgage,  guaran- 
teed, first,  second,  third,  income,  mortgage,  new  series, 
opening  of  books,  preferred,  registered,  scrip,  sinking 
fund,  stamped,  tax  exempt,  under  the  rale,  when  issued, 
cx-coupon,  ex-dividend  or  interest,  etc.  We  are  informed 
that  the  number  of  characters  printed  on  the  New  York 

porktiom  ue  respectively  MP,  NP,  and  PO.  Henoe,  tlw  popular 
nioknamca  of  Uwm  corpontiom  are  "  Mop,"  "  Nipper,"  and  '^Post 
Offloe."    See  Sereno  8.  Pratt,  op.  at.,  p.  lg£. 

'Tbeae  abbreviltions  are  arraoBtd  alphabetically.  Aa  examplM 
the  foUowing  abbreviationa,  liated  under  tlie  letter  W,  are  dt«d: 

W Wertcm  Union  Telmaph  Co. 

WA WabaahRy. 

WB Weyman  Bruton  Co. 

WBR Weber  A  Ueilbronner 

WF Well*  Fargo  Eipre- Co. 

WHI White  Motor  Car  Co. 

WHP White  Oa 

WIL WilKD  4  Co. 

WK WMtin^MMiM  Air  Brake  Co.  (The) 

WKN Twickwii*  &>encer  Steel  Co. 

WL Wheeling  4  Lake  Erie  Ry. 

WM Wmtem  Maryland  Ry. 

WOR Worthincton  Pump  A  Machine  Corp. 

WR Wwtom  Pacific  H.  R.  Corp. 

WR Wiaoonan  Central  Ry. 

WW .^. . ..  Woolworth  St  Co.  (F,  W.) 


WX Weatini^uae  Elee.  ft  Mfi 

""  ..Amcriesn  WoolnCo.of 


'fj2: 
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tape  aveng«B  about  225  per  minute  and  65,000  per  day.* 
In  past  ^ears  the  nnmber  of  impTesoona  on  the  tape  per 
year  has  ranged  from  a  miniwinm  of  7,000,000  to  a  maxi- 
mmn  of  nearly  13,000,000.  Reference  ahoold  also  be  made 
to  the  fact  that  the  tape  serves  as  a  timekeeper  for  the 
market.  At  14  minutes  after  two  P.  M.  the  words  "De- 
livery Time"  are  printed  on  the  tape,  and  shortly  after 
the  lever  of  the  instrument  vdll  give  15  distinct  beats. 

na.  1. — HAMpix  SBcnoK  or  stock  tapb. 

\   A,eH   8t*2.26i  zra.0,110   abss.o.ss     / 


E 


128^       V,  8XJ).121       UB  7»Hiri- 


A8.7H.i.i 


'At  the  end  of  the  15  beats  it  is  2  hoars,  15  minutes  P.  M., 
and  the  close  of  the  recognized  time  for  the  settlement 
of  transactions  mode  on  the  Exchange. 

A  sample  section  of  stock  tape  is  reproduced  in  Figure 
1.  Interpreting  the  abbreviations  used,  the  several  sales 
read  as  follows:  100  shares  of  Atchinson,  Topeka  and 
8anta  Fe  Ry.  at  86i^ ;  200  Chicago,  Milwaukee  &  St.  Paul 
at  25%  ;*  an  offer  of  United  States  Steel  preferred,  with- 

■  H.  8.  Maitin,  The  Nta  York  Stock  Exehaam.  p.  213. 
*  When  mon  or  Ivs  than  100  diaies  are  atda  the  number  of  iharea 
win  ineoode  the  price. 
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ont  any  bid;'  100  American  Smelting  and  Refining  at  38, 
and  an  offer  at  38 ;  a  bid  for  Union  Pacific  at  122^  witlt- 
ont  an  offer;*  a  sale  of  Union  Pacific  hot  reported  in  its 
proper  place;*  100  United  StateB  Steel  common  erron- 
eously reported  and  to  be  eliminated  ;^*  200  Northern  Pa- 
cific at  7614,  100  at  76^,  and  100  at  76%. 

Otlier  A^entdea  for  the  DistribnUcm  at  QsotatlonB  and 
nnandal  News. — ^Numerous  other  agencies  supplement 
the  ticker  service  in  distribnting  stock  and  bond  quota- 
tions far  and  wide.  In  their  combined  effect  alt  these 
agencies  represent  so  comprehensive  a  quotation  and  news 
service  as  to  enable  even  the  remotest  sections  of  the  conn- 
try  to  remain  constantly  acquainted  with  the  daily  hap- 
penings in  our  leading  financial  centers.  Brlefiy  described 
these  supplementary  agencies  are: 

JVews  Tickert. — News  tickers  are  operated  on  the  same 
principle  aa  the  stock  ticker,  except  that  the  band  of  paper 
on  which  the  information  is  printed  is  about  five  and  one- 
half  inches  in  width.  They  are  operated  by  news  bureaus, 
and  distribute  current  market  information,  such  as  stock 
and  bond  prices,  money  rates,  dividend  declarations,  etc., 
as  soon  as  the  information  is  obtained  at  the  central  office. 
Whereas  the  stock  ticker  fumisfaoB  quotations  promptly, 
the  news  ticker  serves  to  acquaint  the  street  with  special 
occurrences  that  may  vitally  infinence  individnal  securities 
or  the  market  as  a  whole.  Most  of  our  large  cities  possess 
such  a  service,  and  its  use  as  an  accurate  and  rapid  news 
distributor  is  generally  regarded  as  indispensable. 

JVeio*  Bureaus  Operating  a  Bulletin  Service.- — Such  bnlle- 

'  An  offer  slone  without  a  Ud  is  pracwded  bjr  an  O  and  a  dot. 

■  A  bid  alofw  without  an  offer  ie  loUowed  by  the  letter  B. 

*  When  a  sale  ie  not  reported  in  it«  prapo'  ptaoe,  the  price  will  be 
preceded  by  the  abbreviation  SLD. 

"  Whoi  an  enor  baa  bem  made  by  the  reporter,  or^  in  printinCi  the 
last  letter  or  ficure  is  repeat«d  Mveral  tUDM,  udieating  that  the 


QUOTATTON  SERVICE  OF  EXCHANGES      185 

tins,  or  news  slips,  are  issued  every  few  minntes  by  certain 
well  known  news  boreaiu,*^  and  are  designed  to  supply 
detailed  market  inf  OTmation  in  adyance  of  the  Torioiis  edi- 
tiona  of  the  daily  papers.  In  fact,  many  of  the  financial 
items  pablished  in  newspapers  seem  to  be  reprodnctions  of 
the  information  as  originally  furnished  by  these  news  bulle- 
tins. Aa  soon  as  printed,  the  slips  are  distributed  by  mes- 
aeogers  to  the  Babscribers  for  the  service.  Svery  tHinc^T- 
aUe  kind  of  news,  deemed  important  from  a  market  stand- 
ptnnt,  such  as  market  tendencies,  crop  reports,  'corpors- 
tiim  earnings,  insolvenciefl,  dividend  actiona,  etc.,  are  folly 
set  forth.  When  received,  the  slips  are  usually  kept  in  pads 
by  bribers  and  others  for  the  perusal  of  thnr  clients, 
who  thus  at  all  times  during  business  hours  have  available 
a  fall  record  of  current  financial  events.  It  may  be  added 
that  varioua  subscribers,  especially  brokerage  firms,  desire 
vital  information  even  in  advance  of  the  distribution  of  such 
news  slips,  and  accordingly  the  bnreans  operating  this  type 
of  service  telegraph  the  news  to  such  subscribers. 

Telegrapk,  Telephone,  and  Cable. — The  telegraph,  t^e> 
phone,  and  cable  are  indispoisable  to  our  organized  mar- 
kets, both  stock  and  produce,  and  their  use  is  univeisaL 
As  a  means  of  transmitting  outrK)f-town  orders  and  of  send- 
ing market  information  very  long  distances,  the  telegraph 
exceeds  in  usefulness  all  other  agencies.  Pratt  estimat«8 
that  46  per  cent  of  all  telegraph  messages  transmitted  in  the 
United  States  apply  to  speculative  transacticms.**  It  is 
customary  for  brokerage  houses  located  in  the  stock-eoc- 
change  centers  to  connect  their  out-of-town  branch  oflSces  by 
private  wire,  and  in  some  instances  important  bouses  main- 
tain a  connderable  number  of  such  private  vrires. 

The  telephone  serves  the  same  general  purpose  as  the 

■'Tbe  Mew  Yoik  NeWH  BuKAU  and  Dow,  Jonea  A  Compui; ue  tha 
two  waD  known  agmoiea  opentang  in  the  W«U  Straet  diatnot. 
uStnoo  8.  Fntt.  op.  eO^  p.  IM. 
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td^craph,  except  in  a  more  local  sense.  Pratt  snnunarizes 
the  sitnatioii  b7  stating  that  aboat  500  members  of  the  New 
Yoik  Stock  Exchange  maintain  private  telephonic  connec- 
tion to  the  Board  Boom,  and  that  practically  all  orders  exe- 
cuted in  the  Exchange  are  received  at  the  Board  Room  £rom 
their  offices  by  tdephone.'*  To  effect  greater  speed  and  con- 
venience all  active  firms  posseas  private  telephone  bootha  on 
the  Exchange.  Not  only  does  this  enable  them  to  receive 
orders  promptly  from  their  offices,  but  it  serves  to  keep 
these  offices  constantly  advised  of  all  the  dstaila  relating  to 
their  transactions,  snch  as  price,  name  of  the  other  party, 
etc.,  immediately  upon  the  execution  of  the  orders  to  buy 
or  sell  The  office  is  tbos  placed  in  a  position  to  notify 
immediately  the  cnstomer,  and  to  proceed  with  the  ctnnple- 
tion  of  its  office  records. 

Just  as  the  telegraph  has  been  instrumental  in  annihilat- 
ing distance  in  this  country  and  in  thus  bringing  all 
seeticais  within  the  immediate  reach  of  oar  large  central 
mariiets,  so  the  cable  has  been  instrumental  in  annihilat- 
ing distance  between  nations  and  in  bringing  practically 
all  sectitms  of  the  world  within  easy  reach  of  any  of  the 
great  international  exchanges.  The  rapidity  with  which 
arbitragit^  between  New  York  and  London  is  conducted 
has  already  been  explained,  and  the  practice  is  manifestly 
dependent  upon  a  highly  organized  system  of  cabling  orders 
between  these  markets.  We  are  told  that  on  the  avenge 
at  least  1,000  cable  messages  are  sent  daily  from  the  Wall 
Street  district  To  facilitate  the  practice,  elaborate  codes 
have  been  prepared,  so  that  one  or  a  few  words  will  suffice 
to  convey  the  fullest  instructions.  In  the  interest  of  see- 
re^  and  ec<momy,  it  may  be  added,  many  concerns  are 
luong  thdr  own  private  codes. 

Newipapert. — Although  slower  in  their  operation  than 

"  Stnoo  S.  Pntt,  op.  til,  p.  198. 
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the  preeeding  agencies,  oar  daily  newspapers  constitute  the 
chief  reliance  of  the  general  public  for  nuuket  news.  There 
in  hardly  a  daily  newspaper  in  the  country  tliat  does  not 
fgnblish  at  least  a  list  of  qaotations,  such  as  opening,  hi^ 
low,  and  closing  prices,  sufficiently  large  to  enable  the  reader 
to  ascertain  the  price  tendency  of  the  market.  In  most 
of  onr  larger  cities  practically  evexy  daily  paper  derotes 
one  or  two  full  pages  to  the  security  and  produce  maikets, 
while  in  the  metropolitan  centers  from  three  to  foor  pages 
are  thos  nsed.  In  the  larger  cities  nearly  all  newspapers 
iasoe  various  editions,  giving  the  latest  quotations  obtain- 
able at  tlie  time  of  printing.  It  has  been  estimated  that 
abont  two  millicoi  readers  regularly  cmsult  the  financial 
page  of  our  duly  press.  It  has  also  been  estimated  that 
about  (ale-tenth  (d  newspaper  matter  refers  to  secority-mar- 
ket  transactions. 

Trade  Journals  and  Market  Beporti. — Certain  interests 
in  the  market,  soch  as  bankers,  bn^ers,  operators,  and 
investors  necessarily  desire  the  benefit  of  expert  analysis 
with  respect  to.maiket  conditions  and  the  financial  standing 
of  individoal  corporations.  Such  a  special  service  is  rend- 
ered to-day  by  certiun  trade  joomals  that  are  devoted  al- 
most exclusive^  to  financial  matters,  by  statistical  agencies 
that  conduct  a  regular  service  for  their  subscribers,  and  by 
the  publishers  of  voluminous  maiiualn  that  give  the  finnnpiBl 
organization  and  the  income-producing  record  of  practi- 
cally all  corporations  whose  securities  are  listed  on  some  ex- 
change. The  information  famished  by  these  sources  r^re- 
sents  the  analytical  work  of  experts,  and  is  intended  to  free 
the  business  man  from  the  necessity  of  consulting  an  innu- 
merable number  of  soorces  of  information.  In  the  absence 
of  such  a  service,  it  is  clear  that  many  firms  and  individuals 
would  labor  under  the  difficulty  of  acquiring  a  large  refer- 
ence library,  as  well  as  the  expense  of  employing  a  group 
of  experts. 


188  THE  STOCK  MARKKT 

Market  LetterL^Aa  Bupplementmg  all  the  preeeding 
agoicia  for  the  distribution  of  mai^et  news,  mention 
flhoold  be  made  of  the  immense  omoont  of  literatTire  issaed 
hy  brokerage  hooses,  bond  houses,  banks,  market  letter  writ- 
era,  etc  in  the  form  of  circular  letters  and  bocMets.  Many 
investment  houses  have  statistical  departments  for  the  prep- 
aration of  such  material,  and  at  refrolar  intervals  send 
a  market  letter  to  all  thmr  clients.  Moreover,  when  floating 
bond  or  stock  iasoes  practically  all  the  syndicate  members 
interested  in  the  flotation  circularize  their  prospective 
clientele  with  printed  circulars  containing  a  detailed  state- 
ment of  the  financial  condition  of  the  corporatiui  whoee 
stock  or  bond  issue  they  are  advertisipg. 

Stoek-Kxohange  Begnlation  of  Qnotatlonf. — In  supply- 
ing quotations  to  their  members  and  the  public,  stock  ex- 
ehaoges  have  always  shown  a  determined  policy  of  guard- 
ing the  quotations  against  misuse  and  of  forestalling 
their  employment  by  backet  shops  or  competing  institu- 
tions. In  fact,  nearly  all  instances  of  litigation  with  re- 
spect to  the  matter  show  that  the  complainant  had  been 
denied  a  ticker  service  by  the  Exchange  on  the  ground 
that  he  was  bucketing  orders  or  otherwise  disobeying  Ex- 
change regulations. 

Control  of  the  quotation  service,  using  the  New  York 
Stock  Exchange  as  an  illustration,  rests  with  a  special 
standing  committee  of  five  members,  known  as  the  Com- 
mittee on  Quotations.  This  Committee,  to  quote  the  Con< 
■titntion  of  the  Exchange,  ia  given  "charge  of  all  matters 
relating  to  quotations,  and  shall  approve  or  disapprove 
any  applicant  for  quotations. ' '  Besides  furnishing  quota- 
tions to  their  own  members,  exchanges  also  sell  them  to 
telegraph  companies  which  in  turn,  subject  to  restrictions 
imposed  by  the  exchanges,  distribute  them  to  subscribers 
approved  by  the  Quotation  Committee  of  the  Exchange. 
In  all  instances  such  quotations  are  distributed  by  the 
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telegrapli  companies  imder  the  terms  of  s  contract  with 
the  exchange  in  question,  which,  in  addition  to  other  mat- 
ten,  provides  that  deliverr  of  qaotations  most  be  strict]; 
limited  to  BnbBcribers  approved  b;  the  ExelianKe  and  that 
the  contract  may  be  terminated  at  the  will  of  the  Ex- 
change. 

Non-OfBcdal  Obaraeter  ~  of  Quotations. — While  every, 
effort  is  made  by  the  vaiions  exchanges  to  famish  their 
quotations  to  the  public  promptly  and  accurately,  it  is  im- 
portant to  remember  that  the  quotations  thus  famished 
are  not  goaranteed.  To  assume  responsibility  for  thdr  cor- 
rectness woold  involve  any  exchange,  despite  every  possible 
effort  in  the  interest  of  accuracy,  in  constant  litigation  and 
explanation. 

At  the  close  of  each  day's  business  a  full  record  of 
all  transactions  on  the  New  York  Stock  Exchange,  and 
this  practice  is  also  followed  by  other  leading  markets,  is 
printed  for  general  distribution.  Publication  of  this  rec- 
ord, however,  is  a  purely  private  undertaking  by  a  printer 
who  has  the  Exchange's  authorization  to  perform  the 
service  and  who  is  obliged  to  correct  promptly  any  error 
that  may  be  discovered.  In  practice  the  record  has  proved 
BO  correct  as  to  give  it  a  semi-ofBcial  standing.  Yet, 
despite  this  fact,  the  purely  private  business  character  of 
the  record  precludes  its  being  regarded  as  an  official 
record  coming  from  the  Exchange. 

Legal  Control  of  Quotations  by  Stook  Kzehangaa^-At- 
tention  has  been  called  already  to  the  facts  that  American 
stock  exchanges  possess  the  right  to  control  the  publica- 
tion and  distribution  of  their  quotations,  and  that  such 
quotations  constitute  one  of  the  important  property  rights 
of  the  exchanges.  The  courts  in  determining  the  question 
have  taken  the  petition  that  our  Stock  Exc^ianges  are 
"private,  vdnntary,  unincorporated  associations";  that 
their  status  is  essentially  private  in  character;  that  they 
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"have  wnffbt  no  special  prirflegea  from  the  state  except 
that  protection  which  the  law  affords  to  every  eiticen"; 
and  that  they  "are,  therefore,  just  as  mach  the  master 
of  their  own  bosiness  and  of  the  method  of  condncting 
the  same  as  any  private  individual  within  the  state. ' '  The 
conrts  have  taken  the  stand  that  a  stock  exchange  "may 
make  pnblic  the  transactions  which  occur  within  its  walls 
or  may  refuse  all  information  in  respect  thereto."  So 
long  as  no  law  is  violated  the  courts  have  held  that  stock 
exchanges  are  privileged  to  conduct  their  business  as 
they  please. 

Despite  the  unanimity  of  court  decisionB,  however,  some 
opposition  has  manifested  itself  against  the  contention  of 
the  exchanges  that  they  possess  absolute  property  rights 
in  their  quotations.  Nearly  always  the  claim  is  that  tele- 
graph companies  are  common  carriers  and  as  such  render 
equal  service  to  all  who  offer  to  pay  therefor  the  regular 
charge.  Sometimes,  even,  as  during  the  hearings  on  Sen* 
ate  Bill  3895,"  the  claim  was  made  that  stock  exchanges 
have  become  so  intimately  associated  with  the  financial 
life  of  the  community  as  to  make  them  tfiuui-public  in 
character.  Claims  like  the  foregoing  were  regarded  by  the 
Ho^es  Committee  on  Speculation  in  Securities  and  Com* 
modities  as  hampering  exchanges  immensely  in  their  efforts 
to  deny  the  use  of  quotations  to  those  who  wish  to  employ 
them  for  improper  purposes.  Full  power  of  exchanges  to 
approve  all  subscribers  for  quotations,  and  to  control  the 
distribution  of  quotations  through  tdegraph  companies  or 
other  channels,  was  conceded  by  the  Hughes  Committee  as 
being  distinctly  in  the  interest  of  the  public.  Becomroenda- 
tion  was  even  made  that  "a  law  be  passed  providing  that, 
so  far  as  the  transmission  of  continuous  quotations  is  con* 


>*  H«siiiiBi  befon  the  Senate  CiMnmitta  on   B«nkiai  and  Cumoey 
OB  S.  SSOTm  CongnM,  Seoond  Seirioa,  1914. 
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cemed,  telegnip}i  companies  shall  not  be  deemed  common 
carriers,  or  be  compelled  against  their  volition  to  transmit 
SDch  qootations  to  any  person ;  also  a  law  providing  that  if 
a  telegraph  company  has  reasonable  ground  for  beUeving 
that  it  is  sapplying  quotations  to  a  backet  shop,  it  be  crim- 
inally liable  eqoally  with  the  keeper  of  the  backet  shop. 
Such  laws  would  enable  these  compatiiea  to  refuse  to  furnish 
quotations  upon  mere  suspicion  that  parties  are  seeing 
than  for  an  unlawful  buBiness,  and  would  compel  them  to 
refuse  such  service  wherever  there  was  a  reasonable  ground 
for  believing  that  a  bucket  shop  was  being  conducted." 

REraaxNCKs 

A  W.  Atwood,  The  Exdumtea  and  SpeeuJatum,  Chap.  Vm  <m 
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H.  8.  Martin,  The  Nev  York  Stock  Exehmte,pa»nm. 
Seraco  8.  Pratt,  The  Work  iff  WaU  Stntt,  Ot&p.  XII  on  "  Toda 

of  WaU  Street." 
William   C.   Van  Antwerp,    The  Stock  Exchange  from   Witiiai, 


CHAPTEEXIV 
SrOCE-EXCHANaB  CLEARINQ  HOUSES 

OxlgiB  of  Stook  ExehangB  Oletring  Howai. — 9toek> 
exchange  "W^^g  systems  bad  their  origm  some  20  yean 
before  the  New  York  Stock  Exchange  saw  fit  to  establish 
Ha  system  in  1892.  The  first  establishment  of  such  s 
system  occurred  in  Frankfort,  1867,  and  the  Beiiin,  Ham- 
burg, Vienna,  and  London  Stock  Exchangee  adopted  the 
system  in  1869, 1870,  1873,  and  1876,  respectively.  In  1886 
the  Consolidated  Stock  and  Petroleom  Elxehange  of  New 
York  introduced  its  system,  which  is  said  to  have  been  "the 
first  system  to  clear  both  stocks  and  money  for  a  board  of 
brokers,"^  although  the  Philadelphia  Stock  Exchange  had 
prerioosly  taken  some  steps  along  this  line.* 

Until  1892  all  attempts  to  establish  a  clearing  house  in 
connection  with  America's  leading  exchange  failed,  largely 
beeanse  of  the  fear  that  a  clearing  system  woold  reveal 
to  the  cleiks  operating  it  the  busineas  secrets  of  brokers.- 
In  that  year,  however,  the  banking  interesta  of  New  York, 
having  bec<Hne  alarmed  at  the  enormoos  amount  of  tempor- 
ary credit  given  to  brokers  throogh  the  certification  of  their 
checks,  threatened  to  cnrtail  snch  required  certification  un- 
less the  Exchange  adopted  some  means  to  reduce  its  v<dnme. 
This  action  on  the  part  of  the  banks  forced  the  Exchange 
to  adopt  a  clearing  system,  and  the  establishment  of  its 
clearing  house  dates  from  May  17,  1892.    At  the  start  only 

>  A.  D.  NoyM,  Stoek  Exehsase  Cleuing  Houaes,  Politicat  Semtet 
Qwvterty,  To].Tui,p.267. 
•  Ibid.,  p.  269. 
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four  BtockB  were  cleared;  by  1893,  21  were  on  the  list, 
while  at  pr^KDt  the  number  is  233. 

The  General  PmrpoM  of  Amerioan  Stock-Ezohange 
Oleizing  Hoiuei. — The  earlier  clearing  systemB  assumed 
the  fonn  of  the  so-called  "ringing  oat"  of  contracts, 
which  still  prersils  as  one  of  the  methods  of  settlement 
on  practically  all  American  produce  exchanges.  "A" 
having  sold  stock  to  "B,"  which  "B"  in  turn  sold  to  "C," 
the  three  brokers  could  personally  adjust  their  deals  so 
that  "A"  woold  make  delivery  of  the  stock  directly  to 
"C."  While  the  contract  price  of  the  two  deals  might  be 
different,  all  money  balances  would  be  settled  individually 
between  the  brokers.  Such  a  system  manifestly  has  its 
drawbacks  when  conadered  in  connection  with  a  large 
market,  like  the  New  Tork  Stock  Exchange,  with  its  ac- 
tive membership  of  about  500  and  with  its  annual  sales  of 
stock  ran^g  from  100  to  over  200  millions  of  shares.  To 
accommodate  sach  a  situation  it  is  desirable  to  have  a 
clearing  system  that  will  improve  on  the  "ria^g  out" 
plan  in  the  following  respects,  namely;  (1)  be  applicable 
to  the  entire  membership  of  the  Exchange ;  and  (2)  clear 
transactions  as  regards  both  securities  and  money. 

The  clearing-house  system  of  the  New.  Tork  Stock  Ex- 
change meets  both  of  these  requirements.  It  has  been  so 
arranged  as  to  enable  all  brokers  to  clear  all  their  clear- 
ing-house transactions  on  their  own  clearing  sheet.  In 
case  the  broker's  purchases  and  sales  of  all  the  different 
kinds  of  securities  in  which  he  traded  during  the  day  are 
equal,  he  finds  it  unnecessary  to  receive  or  deliver  any  stock, 
and  instead  of  paying  a  separate  check  for  each  lot  of  se- 
curities bought  and  rec^ving  separate  checks  in  payment 
for  each  lot  of  securities  sold,  all  his  transactions  for  the 
day  are  settled  by  a  single  check  or  draft  representing  the 
difference  between  the  total  value  of  the  purchases  and 
sales.    If  the  difference  shows  a  debit  balance^  it  is  paid  fay 
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check  to  the  clearing  house,  and  if  a  credit  balance, 
it  is  obtained  by  drawing  a  draft  on  the  clearing  hooM. 
In  case,  however,  the  broker's  total  pnrchasea  and  sales  for 
the  day  do  not  balance,  only  those  amoonts  of  the  Tariooa 
securities  appearing  on  both  sides  of  the  clearing  sheet 
can  be  cleared.  The  balances  of  secnrities  that  may  appear 
on  one  side  or  the  other  of  the  sheet  must  actually  be  re- 
e^ved  or  delivered  at  a  fixed  "delivery"  or  "settlement" 
price,  poblished  by  the  clearing  hoose  in  advance  of  the 
making  np  of  the  clearing  sheet.  The  totals  of  these  fixed 
delivery  items  are  taken  care  of  by  a  system  of  debits 
and  credits  in  the  clearing  hoose.  As  will  be  explained 
in  detail  later,  no  injustice  results  from  this  practice,  be- 
cause the  brokerage  firm  in  making  up  the  statement  au- 
tomatically credits  or  debits  itself  on  the  clearing  sheet 
for  any  loss  or  profit  (for  which,  of  course,  it  is  not  re- 
sponsible), that  may  arise  because  the  arbitrary  settlement 
price  happens  to  be  higher  or  lower  than  the  contract  price. 
And  all  such  debits  and  credits  by  all  brokerage  houses  con* 
cemed  in  the  transactions  will  necessarily  ofbet  one  another 
so  that  the  sum  total  of  all  checks  sent  to  the  clearing 
house  will  jnst  equal  all  drafts  upon  it. 

The  New  York  Clearing  House  clears  stocks  and  liberty 
bonds  and  if  a  broker  has  dealings  in  both,  it  is  necessary 
for  him  to  make  up  two  clearance  sheets  because  both 
types  of  securities  cannot  be  entered  on  the  same  sheet. 

Legality  of  Olearing  Houses. — Notwithstanding  their 
manifest  advantages,  the  establishment  of  clearing  houses 
was  opposed  on  the  ground  that  the  cancellation  of  deliv- 
eries  on  contracts  appearing  on  both  sides  of  the  clearing 
sheet  is  a  mere  settlement  of  differences  and  is  contrary 
to  the  state  law  requiring  in  all  contracts  "an  intent  to 
deliver."  Numeroos  decisions,  however,  relating  to  both 
stock  and  produce  exchanges,  uphold  the  legality  of  clear- 
ing systems  in  all  cases  where  actual  delivery  on  contracts 
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is  enfordble.  Snclt  enforcement  exists  under  the  rules  of 
the  ezehanges,  and  all  contracts  made  thereon  are  entered 
upcm  with  "intent  to  deljver"  since  the  seller  most  ccnsidOT 
himself,  at  the  time  of  contracting,  as  bound  to  make  de- 
livery if  the  buyer  so  requests.    As  has  been  stated :' 

"The  clearing  house  is  the  agent  of  both  of  the  parties, 
and  where  a  seUing  bn^er  sends  to  it  his  account  of  sold 
dures,  t3ie  clearing  house  in  such  a  case  is  authorized  by 
the  buying  brt^er  to  accept  such  shares,  and  if  such  an 
account  were  to  contain  nothing  but  sold  shares,  the  clear- 
ing house,  as  the  agent  of  a  buying  broker,  would  simply 
direct  the  selling  broker  to  deliver  the  shares  to  his  (tha 
clearing  house's)  principsl ;  but  where  the  account  ctmtains 
bought  as  well  as  sold  shares,  the  clearing  house  then,  acting 
as  the  agent  of  both  the  brokers,  sets  off  one  transaction  as 
against  the  other.  This  the  principals  themselves  might 
legally  do,  and  consequently  it  is  obvious  that  their  agents 
may  do  the  same.  In  fact,  the  sheets  sent  to  the  clearing 
house  by  the  different  brokers  are  substantially  nothing 
but  bills  of  sales  made  to  them,  and  sent  to  their  common 
agent,  the  clearing  house." 

The  Supreme  Court  of  the  United  States,  in  the  esse  of 
Clews  V.  Jamieson,  182  U.  S.  461,  (1901),  also  declared  ths 
clearing-house  rules  of  the  Chicago  Stock  Exchange  to  be 
legal  in  thdr  application  to  all  contracts  where  there  is  no 
evidence  of  an  intention  to  merdy  settle  differences.  "To 
say  that  such  rules  afford  wrong  ground  would  infer  an 
understanding  between  the  parties  doing  bnnness  subject  to 
tbem — that  their  contract  was  not  one  of  actual  sale  but 
merely  one  to  speculate  upon  'differences' — is,  in  our  opin> 
ion,"  to  quote  the  Clews  ti.  Jamieson  case,  "to  presume 
an  ill^^  contract  against  its  plain  terms,  and  without  any 
sound  basis  for  the  presumption." 

•  Artinir  and  George  Biddle,  A  Trtatim  m  tlu  Lmo  of  Steek  Broken, 
p.  61,  1882. 
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Clesring  hoOBes,  however,  cannot  be  used  aa  a  cover  far 
fictitious  transactionfl  and  their  records;  in  fact,  quite  to 
the  contrary,  to  quote  Dos  Passos,*  "they  can  (in  the 
abaence  of  proof  by  the  hrokers'  books,  ahovii^  the  names 
of  parties  from  whom  they  bought  or  to  whom  they  sold 
stock,  that  the  transactions  were  real)  be  used  in  evidence 
for  the  purpose  of  showing  that,  as  the  majority  of  the 
alleged  transactions  were  never  cleared,  they  never  in  fact 
occurred."  Even  the  practice  of  "ringing  out,"  prevail- 
ing chiefly  on  produce  exchanges  and  by  which  brokers  who 
have  acted  for  buyers  and  sellers  in  the  making  of  contracts 
for  future  ddivery  cancel  their  contracts  and  adjust  the 
differences  in  price,  has  been  considered  legal  so  long  as  it 
is  not  used  to  promote  a  gambling  contract.* 

ICauagement  and  Organisation  of  the  Kew  Torit  Stook 
Ezehange  Clearing  House. — For  many  years  the  Xew 
York  Stock  Exchange  Clearing  House  was  run  by  the 
Exchange  itself.  A  committee  of  five,  appointed  by  the 
Board  of  Governors,  snpervised  its  operation.  However, 
the  old  Clearing  House  did  not  appear  capable  of  han- 
dling the  demands  that  were  to  be  made  of  it,  so  the  Ex- 
change passed  an  amendment  to  its  Constitution  on 
December  26,  1918,  which  authorized  the  Qoveming  Com- 
mittee to  organize  a  corporation  for  the  purpose  of  (1) 
"performing  the  duties  of  the  existing  Stock  Exchange 
Clearing  House,  and  (2)  any  other  functions  which  the 
Qoveming  Committee  saw  fit  to  assign  to  it."  In  por- 
snance  of  this  amendment  a  corporation,  known  as  the 
"Stock  Clearing  Corporation"  was  formed  during  the 
year  1919,  with  a  capital  of  $500,000  divided  into  5,000 
shares,  all  of  which  are  controlled  by  the  New  York  Stock 
Exchange. 

«  J.  R.  DcN  Panoa,  Trtatite  m  Iha  Law  <4  atode  Bnkan  md  3loek 
BxAanint,  vol.  1,  p.  406. 
•  8m  kipJ  dtatKWS  in  Md.,  p.  400. 
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The  new  Clearing  Corporation  greatly  increased  the  serr- 
uea  rendered  the  broker  l^  providing  for  a  means  of  clear- 
ing money  balances  on  securities  received  and  detiTered, 
and  also  hy  making  provision  for  the  clearing  of  collateral 
can  loans.  The  old  Clearing  Honse  was  left  intact  with 
the  exertion  of  a  few  modifications  and  was  designated 
the  "Night  Clearing  Branch."  For  the  pnrpoee  of  clear- 
ing  the  money  balances  and  the  collateral  call  loans  a  new 
section  was  established,  known  as  the  "Day  Clearing 
Branch,"  and  from  this  point  on  it  will  be  indicated  at 
irtiich  branch  the  various  operations  take  place. 

All  transactions  in  secoritiee  designated  by  the  Clearing 
Corporation  mnst  be  made  throngh  the  Clearing  Honse 
nnless  otherwise  specially  stipulated  in  the  bid  or  offer,  or 
otherwise  agreed  upon.  Members  of  the  Exchange  are  ad- 
mitted to  dear  in  their  own  names  if  they  have  an  office- 
near  the  Exchange  with  a  proper  clerical  force ;  bnt  mem- 
bera  without  snch  facilities  may,  on  the  written  engagement 
of  a  fellow  m^nber  with  proper  facilities,  have  him  handle 
their  transactions  through  the  Clearing  Corporation.  At 
present  there  are  over  360  clearing  members. 

Only  100  share  lots  and  mnltiplee  thereof  can  be  cleared. 
The  Clearing  Corporation  designates  from  time  to  time 
whidi  secmiticB  can  be  cleared,  the  list  being  confined  to 
those  secoritiee  that  are  most  active.  To  pay  the  expenaes 
of  .operation  a  small  charge  is  imposed  on  (1)  every  100 
shares  on  each  side  of  the  clearance  sheet;  and  (2)  every 
$1,000  oi  valne  of  security  balances  to  recwve  or  to  deliver. 
Firms  nang  the  Clearing  CorjKiration  are  also  provided 
with  all  the  forms  osed,  namely,  clearing  sheets,  clearance 
ticket!,  tickets  for  the  settlaaent  of  balances,  drafts,  etc 
Fines  are  imposed  for  ddays  in  delivering  such  forma  or 
for  mistakes  in  the  facts  entered  thereon. 

The  Kethod  of  Clearing  Seomities  Explained. — ^In  illus- 
trating  the  operation  of  the  New  York  Stock  Clearing  Cor- 
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poration  let  vb  assome  that  on  a  given  da7  a  brokerage 
firm  "X"  makes  15  transactioos  as  recorded  in  Figure  2. 
According  to  the  assumed  illustration,  this  firm  purchased, 
respectively,  from  firms  "A,"  "B,"  "C,"  "D,"  "E," 
"F,"  and  "G"  seven  lots  of  stock,  abrogating  1,600 
shares,  and  on  the  same  day  sold  respectively  to  firms  "H," 
"I,"  "J,"  "K,"  "L,"  "M,"  "N"  and  "O"  an  equal  num- 
ber of  shares  of  the  same  corporations.  Now  let  us  see 
how  "X"  settles  these  transactions  through  the  Clearing 
Corporation. 

Companion  of  TTontactiont. — Prior  to  the  sending  of  the 
above  record  or  clearing  sheet  to  the  Clearing  House  it  is 
essential  that  "X"  should  make  sore  that  there  is  no  mis- 
understanding between  itself  and  any  of  the  bnyen  and 
sellers  with  whom  it  made  contracts  as  regards  the  price  and 
number  of  shares  involved  in  any  of  the  15  transactions. 
Such  misunderstandings  might  eauly  arise,  owing  to  the 
usual  excitemrait  on  the  Exchange  and  the  limited  memo- 
randa that  bn^ers  find  it  possible  to  make.  Their  occur- 
rence, unless  promptly  discovered  in  advance  of  clearing 
the  transBcUons,  will  cause  much  delay  to  the  Clearing 
House,  and  will  subject  the  firm  at  fault  to  heavy  fines. 

To  avoid  all  such  misiaiderBtanding  and  to  furnish  a  clear 
record  of  the  day's  business,  the  rules  of  the  Clearing  Cor- 
poraticm,  which  are  held  binding  by  the  Stock-Exchange 
rules,  provide  that  as  regards  all  Clearing  House  tranaac- 
tions  "clearance"  or  "exchange  tickets"  must  be  ex- 
changed between  the  buyers  and  sellers.  Prior  to  the  estab- 
lishment of  the  new  Corporation  the  seller  was  obliged  to 
■end  to  the  office  of  the  buyer  an  exchange  ticket  (printed 
in  red  on  white  paper),  and  the  bayer,  if  he  confirmed  the 
correctness  of  the  transaction,  gave  to  the  seller  in  exchange 
a  corresponding  ticket  (printed  in  black  on  yellow  paper). 
This  operation  has  now  been  centralised  by  the  eetablish- 
moit  of  a  "Distributing  Department"  in  the  Ni^t  Clear- 
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ing  Branch.  At  frequent  interrak  during  the  da;  exchange 
tickets,  similar  to  those  jost  described,  are  deposited  with 
the  Distribnting  Department,  vhich  maintains  a  small  box 
for  each  member,  very  similar  to  the  ordinary  mail  booc  in 
a  post  office.  The  tickets,  after  being  deposited,  are  as- 
sorted by  the  Distribnting  Department  and  placed  in  the 
boxes  of  the  Tarions  members  who  call  for  them  at  intervals 
throoghoat  the  day.  The  buyer's  ticket  is  placed  in  the 
box  of  the  seller,  and  jn  the  same  manner  the  seller's  ticket 
is  placed  in  the  buyer's  box,  the  two  tickets  serving  to  con- 
firm the  transaction.  All  tickets  most  he  turned  in  to  the 
Distribnting  Department  before  4  P.  M.  and  withdrawn 
before  4 :20  P.  M.  If  the  transaction  is  ex-Clearing  House, 
the  old  method  of  comparison,  by  sending  from  office  to 
office,  is  used. 

Applying  this  method  to  the  transactions  recorded  on 
page  199,  it  follows  that  "X"  sends  to  the  Distributing 
Department  a  clearing-house  ticket  signed  by  itself  an- 
thoriring  the  clearing  house  to  deliver  to  "H"  200  shares  of 
Canadian  Pacific  at  195,  and  will  receive  via  the  Distribut- 
ing Department  in  exchange  a  corresponding  ticket,  signed 
by  "H,"  authorizing  the  Clearing  House  to  receive  the 
stock  from  "X."  Similar^,  "X"  will  send  tickets  to  "I," 
"J,"  "K,"  "L,"  *'M,"  "N"  and  "0"  and  will  receive 
from  them  corresponding  tickets  in  exchange.  On  the  other 
hand,  "X"  will  receive  from  "A"  a  ticket  anthoriring 
the  Clearing  House  to  deliver  to  it  200  shares  of  Canadian 
Pacific  at  194%,  and  in  return  will  send  to  "A"  a  ticket 
authoriring  the  Clearing  House  to  receive  from  "A"  that 
number  of  shares  at  the  stipulated  price.  "X"  will  also 
receive  clearing-house  tickets  from  firms  "B,"  "O,"  "D," 
"E,"  "F"  and  "G,"  and  will  send  them  ticketa  in  ex- 
change. 

The  form  of  these  clearing  bouse  tickets  is  illustrated 
en  the  opposite  page,  in  Figures  3  and  4,  for  the  first  of 
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the  assumed  transactions,  namely,  the  purchase  of  200 
shares  of  Canadian  Pacific  by  "X"  from  "A"  at  194%. 
It  will  be  noted  that  the  tickets  Include  a  statement  of  the 
uamber  of  .shares,  the  price  per  share,  the  total  pnr- 

fio.  8.- 
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diase  or  selling  price,  and  tiie  "line  nnmbers"  of  the  two 
brokers  who  make  the  comparison.  These  nombers  cor^ 
respond  with  the  numbers  of  the  lines  on  which  this  tran- 
saetion  appears  on  the  "clearing  sheet,"  which  the  broker 
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sends  to  the  Clearing  House,  and  serve  as  a  great  help  in 
looking  ap  items  or  in  checking  the  tickets  with  the  sheet 
after  they  have  been  inserted  in  nmnerical  order. 

7%«  CZeartnj/  SKttt. — When  all  clearing-house  tickets 
have  been  exchanged — that  is,  all  the  transactions  have 
been  verified — '  'X  "  is  in  a  iK»ition  to  enter  its  15  porehasea 
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and  sales  on  the  so-called  "clearing  sheet."  This  sheet  is 
made  ap  in  tbe  form  shown  in  Figure  2,  and  the  illiu- 
tration  there  given  famishes  an  example  where  the  por- 
ehases  on  a  given  day  balance  the  sales.  Although  it 
rarely  occurs  that  the  purchases  of  a  bn^er  on  a  givai  day 
balance  his  soles,  the  example  was  purposely  used  as  a  sim- 
ple illustration  to  demonstrate  the  practical  value  of  the 
clearing  house. 

It  should  be  added  that  clearing  sheets  must  be  pre- 
pared and  delivered  to  the  clearing  house  before  seven 
P.  M.,  except  Saturday,  when  the  time  is  four  P.  H. 
Transactions  are  not  cleared  on  Saturday,  but  Friday's 
business  is  compared  by  exchange  tickets  on  that  day  and 
entered  on  Monday's  sheet.  The  sheet  contains  a  state- 
ment of  all  the  broker's  transactions  for  the  given  day, 
all  securities  to  be  received,  either  because  they  have  been 
purchased  or  borrowed,  appearing  on  the  left-hand  sdde, 
and  all  securities  to  be  delivered,  either  because  they  have 
been  sold  or  lent,  appearing  on  the  right-hand  side.  The 
nombers  of  the  lines  on  the  clearing  sheet  correspond 
with  the  line  ntmibers  appearing  on  the  exchange  tickets 
for  the  various  transactions  and  serve  to  index  each  item, 
thereby  proving  a  great  help  in  looking  up  such  items  or 
In  checking  the  tickets  with  the  sheet.  These  numbers  are 
also  valuable  for  purposes  of  reference  to  the  transactions 
in  the  broker's  books  of  account. 

Referring  to  "X's"  clearing  sheet  (Figure  2)  it  appears 
that  this  firm  purchased  200  shares  of  Canadian  Pacific 
from  "A"  and  sold  the  same  number  of  shares  to  "H."  As 
regards  Canadian  Pacific,  therefore,  "X's"  purchase  and 
■ale  balances  and  it  would  be  foolish  to  compel  him  to  go 
to  the  trouble  of  actually  delivering  and  receiving  this 
stock,  providing  some  plan  is  effected  whereby  "X"  is 
sure  to  pay  194%  for  the  shares  purchased  and  to  receive 
19S  for  the  shares  sold.    Similarly,  "X"  both  bought  and 
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sold  300  shares  of  Great  Northern  Preferred,  100  Inter- 
borough  Metropolitan  Preferred,  400  Missouri  Pacific,  400 
Beading  and  200  Union  Pacific  All  these  purchases  and 
tales  balance  one  another,  and  there  is  no  necessity  for 
the  delivery  or  receipt  of  any  stock. 

Bnt  while  all  the  purchases  and  sates  balance  one  an- 
other, it  will  be  noticed  that  the  transactions  were  made 
at  different  prices  and  that  the  total  sum  that  "X" 
promised  to  pay  for  1,600  shares  purchased  amounts  to 
(186362.50  while  the  total  snm  contracted  to  be  received 
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for  the  1.600  shares  sold  amounts  to  only  $186,225.  Id 
other  words,  the  value  of  the  shares  bought  exceeds  the 
value  of  the  shares  sold  by  tl37.50.  This  sum  firm  "X" 
must  pay  in  order  to  settle  its  account  with  respect  to 
the  transactions  entered  on  its  clearing  sheet,  and  this  it 
does  by  giving  to  the  clearing  house  its  check  for  $137.50. 
This  check  accompanies  the  clearing  sheet  when  it  is  sent 
to  the  clearing  house.  In  case  the  value  of  the  sales  in  our 
iUnstration  had  exceeded  the  purchases  by  $137.50,  this 
balance  would  have  appeared  on  the  other  side  of  the 
clearing  sheet,  and  "X"  would  have  drawn  a  draft  (illus- 
trated in  Figure  5),  for  its  credit  balance  on  the  bank  in 
which  the  clearing  house  keeps  its  account. 
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The  advantages  secored  by  this  method  of  clearing  are 
apparent.  Withoat  a  clearing  system  15  deliveries  of 
stock,  inTolTJng  3,200  shares,  woold  have  been  necessary, 
and  15  checks  aggregating  $372,587.50  woitld  have  been 
issned.  By  clearing  the  business,  however,  the  actual  de> 
livery  of  all  the  shares  is  made  unnecessary,  checks  to  th« 
arnoont  of  $372,450  are  dispensed  with,  and  the  entire 
business  is  settled  by  giving  to  the  clearing  hotise  one 
amaU  cheek  for  $137.50. 

As  previously  indicated,  it  only  occasionally  happens  that 
a  broker's  purchases  and  sales  on  a  given  day  balance  each 
other,  and  to  show  the  more  intricate  workings  of  the  clear- 
ing house  it  is  necessary  to  illustrate  with  a  clearing  sheet 
where  purchases  and  sales  do  not  equal  each  other  (Figure 
6),  and  where  it  becomes  necessary  for  the  broker  actually  to 
deliver  balances  of  stock.  In  explaining  such  a  aitoation 
let  us  assume  that  "X"  porchases  on  a  certain  day  from 
a  brokerage  firm  "A"  200  shares  of  American  Smelting 
and  Refining  common  at  69,  from  "B"  200  New  York 
Central  at  106,  from  "C"  300  U.  S.  Steel  common  at  61,  from 
"D"  300  Union  Pacifie  common  at  166,  and  from  "E"  200 
Southern  Pacific  at  99,  and  on  the  same  day  sells  to  "F" 
200  American  Smelting  and  Refining  common  at  67^,  to 
"G"  100  New  York  Central  at  108,  to  "H"  200  V.  8.  Steel 
at  62,  and  to  "I"  100  Amalgamated  Copper  at  67^. 

In  all  1,800  shares  were  bought  and  sold.  Of  these 
shares  200  American  Smelting,  100  New  York  Central, 
and  200  U.  S.  Steel,  or  500  shares  in  all,  appear  on  both 
the  "receive"  and  "deliver"  sides  of  the  clearing  sheet 
and  therefore  can  be  cleared  But  it  also  happens  that 
there  are  various  balances  of  stock,  aggregating  800 
ahares,  that  cannot  be  cleared  and  that  must  therefore  be 
delivered.  Having  purchased  200  shares  of  New  York 
Central  and  sold  only  100,  "%"  must  receive  a  balance 
of  100  New  York  Central,  which  balance  is  entered  on  the 
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right-band  dde  of  the  clearing  sheet  as  a  "balance  to 

receive."  Similarly,  "X"  bought  300  U.  S.  Steel,  300 
Union  Pacific,  and  200  Soathem  Pacific,  and  as  regards 
the  same  stocks  sold  only  200  U.  S.  Steel.  He  therefore 
also  has  balances  of  100  U.  S.  Steel,  300  Union  Pacific  and 
200  Southern  Pacific  to  receive.  Moreover,  having  M>ld 
100  shares  of  Amalgamated  Copper  and  not  having  pur- 
chased any  of  this  stock  he  must  regard  this  100  shares 
as  a  balance  to  deliver.  All  the  balances  to  receive  are 
entered  on  the  right-hand  side  of  the  clearing  sheet  and 
all  the  balances  to  deliver  on  the  left-hand  side,  so  that 
the  total  shares  appearing  on  each  side  of  the  sheet  are 
equal. 

The  Use  of  a  "Settlement  Price"  in  t\e  Delivery  and 
Receipt  of  Stock  Balancet. — The  method  of  clearing  the 
600  shares  in  which  the  purchases  and  sales  balance  was 
explained  by  the  preceding  illustration,  but  what  we  now 
want  to  know  is  the  method  of  handling  the  four  balances 
to  receive,  namely,  in  New  York  Central,  U.  S.  Steel, 
Union  Pacific,  and  Southern  Pacific,  and  the  one  balance 
to  deliver,  namely,  in  Amalgamated  Copper.  The  actual 
delivery  and  receipt  of  these  balances  of  stock,  it  is  clear, 
cannot  be  eliminated.  The  100  shares  of  Amalgamat«d 
Copper,  as  will  be  shown  later,  must  actually  be  delivered  1^ 
"X"  to  some  one  designated  by  the  clearing  house  who  has 
a  balance  of  that  amount  to  receive;  and  the  100  shares  of 
New  York  Central,  100  U.  S.  Steel,  300  Union  Pacific,  and 
200  Sontbem  Pacific  must  be  received  from  other  brokers 
designated  by  the  clearing  bouse  who  have  balances  of 
those  stocks  to  deliver.  Since  there  are  two  parties— a 
buyer  and  seller — to  every  stock-exchange  transaction, 
and  since  all  brokers  belonging  to  the  clearing  house  must 
clear  all  their  business  in  securities  on  the  clearing-house 
list,  it  follows  that  where  one  broker  has  a  balance  to  re- 
ceive in  any  given  stock  there  must  be  some  other  broker 
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or  brokers  who  have  a  corresponding  bsUnce  to  deliver, 
and  vice  versa.  These  Yariotu  brokers,  haviiig  balances  of 
Bto(^  to  receive  and  deliver,  it  is  the  fimction  of  the  clear- 
ing house  to  bring  together. 

But  it  will  be  aaked,  "How  can  'X'  be  expected  to  de- 
liver balances  to  or  receive  them  from  other  brokers  named 
by  the  clearing  boose  when  it  has  had  no  business  dealii^ 
with  them  and  when  its  contract  prices  in  the  stocks  onder 
consideration  are  different  from  the  contract  prices  of  the 
brokers  from  whom  it  is  to  receive  or  to  whom  it  is  to 
deliver  its  balances  1  How  is  'X'  to  agree  with  the  other 
firms  upon  the  amount  to  be  paid  for  these  balances  T" 
This  difScnlty  is  overcome  by  the  adoption  of  "settle- 
ment" or  "delivery"  prices  that  must  be  nsed  in  effecting 
payments  for  all  balances  of  stock  to  be  delivered  or  re- 
ceived. These  settlement  prices  are  the  nearest  full  quota- 
tions to  the  last  qnotation  of  the  day  and  in  oor  illostra- 
tion  are  assumed  to  be  108  for  New  York  Central,  62 
tor  U.  3.  Steel,  156  for  Union  Pacific,  100  for  Southern 
Pacific,  and  68  for  Amalgamated  Copper.  "X"  receives 
the  balance  of  100  shares  of  New  York  Central  from  some 
bn^er  designated  by  the  Clearing  House  and  is  changed 
for  this  stock  at  the  settlement  price  of  108,  although  it  was 
actually  bought  at  106.  In  the  same  way  "X"  is  debited 
at  the  settlement  prices  for  the  other  balances  to  be  re- 
ceived, and  is  credited  with  the  settlement  price  of  68  for 
the  100  Amalgamated  Copper  to  be  delivered.  The 
varions  sums  thus  to  be  debited  or  credited  are  entered  on 
the  clearing  sheet. 

An  examination  of  the  clearing  sheet  will  show  that 
firm  "X,"  in  order  neither  to  gain  nor  lose  because  of  the 
adoption  of  arbitrary  settlement  prices,  is  entitled  to  a 
payment  of  $550  from  the  Clearing  House,  and  this  sum 
it  obtains  by  drawing  its  draft  on  the  Clearing  House  for 
that  amount.    It  is  to  be  remembered,  however,  that  it  is 
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quite  immaterial  wbat  settlement  priees  are  osed,  beeanae 
whatever  s  broker  anjostlf  losea  or  gains  through  the  use 
of  an  arbitrsr7  settlement  price  as  compared  with  the  eon- 
tract  price,  will  be  received  by  him  from  the  Clearing 
House  or  retomed  by  him  to  the  Clearing  House.  In 
other  words,  the  draft  for  $550  represents  (1)  the  differ- 
ence between  the  purchase  and  selling  price  of  the  differ- 
ent stocks  that  could  be  cleared ;  and  also  (2)  the  differ^ 
cnce  between  the  contract  price  and  the  arbitrary  settle- 
ment price  for  those  stocks  that  could  not  be  cleared  and 
that  most  actually  be  delivered  and  settled  for  on  the 
bans  of  the  arbitrary  settlement  price. 

To  prove  that  "X"  neither  derives  an  advantage  nor 
suffers  any  loss  through  the  operation  of  the  clearing 
house  in  the  above  illostration,  let  us  follow  the  transac- 
tions in  detail.  As  previously  shown  500  shares — 200  of 
American  Smelting,  100  New  York  Central  and  200  U.  S. 
Steel — could  be  cleared  since  tbey  were  both  bought  and 
sold.  The  200  shares  of  American  Smelting  were  pur- 
chased at  69  and  were  sold  at  67V^,  "X"  thus  owing  the 
Clearing  House  the  difference  of  $300 ;  the  100  shares  of 
New  York  Central  were  purchased  at  106  and  sold  at 
108,  "X"  thus  being  entitled  to  the  difference  of  $200  from 
the  Clearing  House-,  the  200  shares  of  U.  S.  Steel  were 
purchased  at  61  snd  sold  at  62,  again  entitling  "X"  to 
the  difference  of  $200  from  the  Clearing  House.  As  re- 
gards the  500  shares  that  could  be  cleared,  therefore,  "X" 
has  a  balance  of  $100  to  receive  or  the  difference  between 
the  aggregate  purchase  price  of  $36,600  and  the  seUing 
price  of  $36,700. 

On  the  other  hand,  800  shares  of  stock— 100  Amalga- 
mated Copper,  100  New  York  Central,  100  U.  S.  Steel, 
300  Union  Pacific  and  200  Southern  Pacific— could  not  be 
cleared  and  must  be  delivered  at  the  srbitr&ry  settlement 
price.    The  100  Amalgamated  Copper,  although  sold  by 
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"X"  for  67%,  were  delivered  at  the  settlemeiit  price  of 
68,  "X"  than  owing  to  the  Clearing  House  the  difference 
of  $50.  "X"  agreed  to  pay  106  for  New  York  Central  bat 
when  the  balance  of  100  shares  was  delivered  to  him,  he 
was  debited  with  the  settlement  price  of  108.  The  loss  of 
$200  "X"  is  entitled  to  receive  from  the  Clearing  House. 
Similarly,  "X"  purchased  the  100  U.  S.  Steel  at  61  and  the 
200  Southern  Pacific  at  99,  bat  when  these  balances  were 
delivered  the  Clearing  Hoose  charged  "X"  the  arbitrary 
settlement  prices  of  62  and  100,  thus  causing  him  to  lose 
tlOO  in  the  case  of  U.  S.  Steel  and  $200  in  the  case  of  South- 
em  Pacific.  Both  these  losses  "X"  is  also  entitled  to  re- 
ceive from  the  Clearing  House.  In  the  case  of  the  300 
Union  Pacific  the  contract  price  and  settlement  price  hap- 
pen to  be  the  same  and  nothing  is  due  to  or  from  the  Clear- 
ing House.  As  regards  all  the  balances  to  be  delivered  and 
received  the  arbitrary  settlement  prices,  because  they  differ 
from  the  contract  prices,  were  responsible  for  a  net  loss  of 
$450.  Adding  to  this  loss  the  $100  loss,  representing  the 
difference  between  the  purchase  and  selling  price  of  the  500 
shares  that  conld  be  cleared,  it  follows  that  "X"  is  en- 
titled to  receive  a  total  of  $550  from  the  Clearing  House. 
The  following  table  presents  the  foregoing  proof  in  tabu- 
lar form : 
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Balance  to 

Sold  at 
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Ddiver 

Price 
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Price 

Amount 

Cleuins 
House 

100  Anal.  Cop- 

«!i 

•6,750 

68 

•6,800 

•60 

BouchtAt 

Received  At 

Due  to 
Clcarint 
House 

Due 

Receive 

Price 

Amount 

Price 

Amount 

Ctearinc 

House 

lOON.Y.Cent'l 
lOOU.S.  Steel. 
300  Union  Tk.. 
200  So.  IV;.... 

106 
61 

166 
99 

110,600 
6,100 
46,800 
19,800 

108 
62 
166 
100 

•10,800 
6,200 
46,800 
20,000 

■'o' 

1200 

100 

0 

200 

Totals 

•360 

•900 

Net  amount  due  "  X  "  from  the  Clearing  Houae  (S50. 

TickeiM  for  Delivery  or  Receipt  of  Stock  Balance*. — 
When  the  clearing  sheet  has  been  prepared  and  the  balances 
to  deliver  and  receive  ascertained,  "X"  will  next  ent«r  the 
balance  of  100  Amalgamated  Copper  at  the  settlement  priee 
of  68  on  a  white  ticket  printed  in  red,  which  is  addressed 
to  the  Clearing  House  and  signed  by  "X,"  and  which  states 
that  the  firm  will  deliver  that  balance  at  the  settlement 
price  On  separate  yellow  tickets  printed  in  black,  and 
stating  that  it  will  receive  the  balances  of  securities  indi- 
cated thereon,  "X"  will  enter  100  shares  of  New  Yorii 
Central  at  108,  100  U.  S.  Steel  at  62,  300  U&ioQ  Pacific 
at  156,  and  200  Soathem  Pacific  at  100.  These  statements  of 
balances  (exemplified  in  Figure  7),  together  with  the  clear- 
ing sheet,  the  attached  draft  for  t550,  and  all  clearing-honse 
tickets  received  from  the  various  bnAers  from  whom  "X" 
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pnrcliased  or  to  whom  it  aolA,  are  ihea  delivered  hy  "X" 
to  tlie  N^lit  Branch  of  the  Clearing  Hotise  before  7  KM) 
P.  M.  All  the  other  brokerage  firms  will  also  deliver  their 
clearing  sheets,  tickets,  and  statenients  of  balances — these 
including  among  others  the  transactions  with  "  X ' ' — so  that 
the  Clearing  Honse  has  a  complete  record  from  both  par- 
tin  to  all  transactions  and  is  fnlly  anthoriEed  to  clear  the 
bnsiness. 

Preparation  of  "AUotntent  Sheeti."  —  The  Clearing 
House,  having  received  all  the  records  referred  to,  can 
now  proceed  to  audit  all  the  items  and  make  up  its  "allot- 
ment sheets."  This  involves  a  comparison  of  the  clearing- 
house tickets  with  the  clearing  sheet,  and  the  sorting  of  all 
the  statements  of  balances  to  be  received  or  delivered  so 
as  to  facilitate  their  use  in  the  making  of  allotment  sheets, 
one  of  which  is  prepared  for  each  stock  in  which  dealings 
have  occurred. 

The  form  of  the  allotment  sheet  and  its  use  are  illustrated 
by  the  specimen  sheet  for  New  York  Central  in  Figure  8. 
The  sheet  consists  of  two  sides,  the  debit  side  containing 
the  names  of  those  who  will  receive  stock,  and  the  credit 
side  those  who  will  deliver;  and  the  number  of  shares  to 
be  received  or  delivered  is  indicated  in  connection  with 
each  name.  Since  there  are  two  parties  to  every  transac- 
tion, the  balances  on  the  two  sides  of  the  sheet  will  always 
equal  each  other  in  the  total  number  of  shares  involved. 

All  the  lines  on  each  side  of  the  sheet,  it  will  be  ob- 
served, are  numbered,  and  on  the  credit  side  are  a  number 
of  vertical  lines,  the  purpose  of  which  is  to  separate  the 
numbers  entered  on  it,  which  show  on  what  line  the  name 
of  the  party  who  is  to  receive  the  stock  is  entered.  In 
the  specimen  sheet  for  New  York  Central  there  are  13 
firms  with  balances  of  3,600  shares  to  receive,  and  11  firms 
with  balances  of  the  same  amount  to  deliver.  As  pre- 
viously stated,  it  is  the  function'of  the  Clearing  Honse  to 
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bring  together  these  variona  firnm  with  bal&neeB  to  deliver 
or  receive.  Thus  in  the  first  vertical  colmnn  on  the  credit 
mde  of  the  specimen  sheet,  opposite  the  name  of  F.  G. 
Stem  &  Co.,  appears  nmnber  "1,"  which  refers  to  the 
first  line  on  the  debit  side  of  the  sheet  containing  the  name 
of  Rogers  ft  Booth.  F.  G.  Stem  &  Co.  having  a  balance 
of  100  New  York  Central  to  deliver  and  Bogers  ft  Booth 
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having  an  eqoal  balance  to  receive,  the  Clearing  House 
will  instmct  these  two  firms,  respectively,  to  deliver  and 
to  receive  100  shares  at  the  settlement  price.  After  the 
name  of  E  A.  Poe  &  Company,  for  example,  are  foond  the 
numbers  "6,"  "7,"  and  "8,"  which  represent  the  lines 
on  the  debit  side  containing  the  names  of  Jgnes  ft  Httrley, 
A.  C.  Hiller  &  Company,  and  F.  A.  Hntton  ft  Company. 
The  Night  Branch  of  the  Clearing  Honse  therefore  in- 
stmcts  E  A.  Poe  &  Company  to  deliver  its  balance  of  900 
New  York  Central  to  the  three  firms  maititmed,  the  re- 
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spective  amoonts  of  400,  300,  and  200  shares ;  and  likewise 
infitmctfl  these  firms  to  receive  said  amounts  from  E.  A. 
Poe  &  Compan7.  This  is  indicated  on  the  "security  bal- 
ance slips." 

Delivery  of  Baiaiica. — ^All  allotment  sheets  having  been 
prepared  by  the  Nigbt  Clearing  Branch,  "X"  will  call  the 
following  day  between  9 :00  and  9 :30  A.  M.  at  the  Distri- 

Tia.  9. 
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bating  Department  of  the  Night  Clearing  Branch  and  recetve 
back  his  statements  of  balances  filled  in  to  show  to  whom 
he  most  deliver  the  100  Amalgamated  Copper  and  from 
whom  be  must  receive  the  100  New  York  Central,  100 
U.  3.  Steel,  300  Union  Pacific,  and  200  Southern  Pacific. 
He  will  also  receive  back  the  draft  for  $550  signed  by  the 
manager  of  the  Clearing  Corporation  onder  the  word 
"approved,"  which  he  deposits  in  his  bank  and  eoUeets 
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through  the  Bank  Clearmg  Hoose.  This  completes  the 
ftmctioiis  of  the  Night  Clearmg  Branch  and  from  this 
point  the  work  is  taken  up  b^  the  Day  Clearing  Branch. 

After  the  brt^ers  have  received  their  orders  from  the 
Clesring  House  indicating  to  whom  they  will  deliver  secnri- 
tiea  and  from  whom  they  will  recdve  securitiea,  they  enter 
such  orders  on  lists  provided  for  that  purpose.    These  lists 
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(Figures  9  and  10),  show  the  names  of  the  members  to 
whom  secorities  are  to  be  delivered  or  from  whom  secorities 
are  to  be  recdved,  number  of  shares  of  stock  or  number  of 
bonds,  kind  of  securities,  price,  which  is  the  settlement  price 
of  the  previous  night's  security  clearance,  mcmey  value,  and 
total  value  of  all  such  contracts.  These  lists,  one  for  se- 
curities to  deliver  and  one  for  securities  to  receive,  most 
be  delivered  to   the  Stock  Clearing  Corporation,  Da^ 
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Clearing  Branch,  before  10  A.  H.  These  lists  aot  aa  an 
authorization  to  the  Stock  Clearing  Corporation  to  charge 
the  clearing  member 's  account  with  the  total  valae  of  tho 
securities  received,  and  to  credit  his  account  with  the  total 
value  of  the  seciirities  delivered,  contingent  npon  their  re- 
ceipt and  delivery.  In  oar  hypothetical  case  the  contin- 
gent debit  is  $83,800  and  the  contingent  credit  is  $6,800. 

Delivery  of  stock  and  bonds  on  secority  balance  orders 
begins  at  10  A.  M.  and  most  be  completed  by  2 :15  P.  U. 
and  is  made  directly  between  the  members;  the  deliverer 
taking  secorities  representing  the  secority  balance  orders 
to  tbe  member  directed  by  the  Stock  Clearing  Corpora- 
tion,  Night  Clearing  Branch,  to  receive  them.  As  soon 
as  they  have  been  received  and  examined  as  to  their  cor- 
rectness and  tbe  validity  of  their  delivery,  the  receivii^c 
member  or  his  authorized  representative  moat  receipt  for 
them.  The  receipt  is  in  two  parts,  one  being  a  credit 
ticket  and  the  other  a  charge,  as  shown  in  Figure  11, 
which  is  an  illostratton  of  a  credit  ticket.  Tbe  charge 
ticket  is  very  similar  except  that  it  indicates  who  is  to  be 
debited. 

The  time  of  delivery  is  stamped  on  tbe  face  of  both  charge 
and  credit  tickets  by  the  receiving  member  to  show  tbe 
exact  time  of  delivery,  as  the  amount  of  money  repre- 
sented by  such  delivery  is  from  that  time  an  accommoda- 
tion given  by  tbe  Stock  Clearing  Corporation.  These 
stamped  charge  and  credit  tickets  most  be  delivered  to 
the  Stock  Clearing  Corporation  as  soon  as  the  delivery 
has  been  made.  Immediately  upon  their  receipt  the 
Stock  Clearing  Corporation  gives  ^e  deliverer  credit  for 
tbe  amount  of  money  called  for  by  such  delivery,  and 
charges  tbe  receiver  of  the  securities  for  tbe  same  amount 
for  the  securities  so  delivered  and  for  which  he  owes  the 
Stock  Clearing  Corporation.  The  contingent  debits  and 
credita  previously  made  now  become  permanent    Aecom- 
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modstion  is  g^ven  in  hourly  cones  and  the  Clearing  Cor- 
poration keeps  a  record  that  indicates  at  any  hoar  of  th« 
day  joat  how  far  each  member  has  proeeeded  with  the 
delivery  of  secorities.  The  purpose  of  this  is  to  avoid  an 
excess  of  accommodation. 

In  case  of  faUure  to  deliver  or  if  a  member  desirei 
delivery  by  transfer,  provision  is  made  for  the  settlement 
to  be  made  ex-Clearing  House.  This,  however,  necessi- 
tates the  removal  of  these  items  from  the  lists  of  secnrities 
to  be  delivered  and  received  in  order  that  the  books  of 
the  Clearing  Corporation  should  at  all  times  be  in  balance. 

All  that  now  remains  to  be  done  after  the  settlement 
of  the  transactioiis,  which  are  settled  throagh  the  Day 
Clearing  Branch,  is  to  make  ap  a  so-called  "final  receipt." 
This  indicates  the  total  of  all  debits  and  credits  for  the 
day  and  the  balance  to  be  received  by  the  Clearing  Corpora- 
tion from  the  clearing  member  or  the  amonnt  he  owes 
them.  If  there  is  a  debit  balance,  the  receipt  will  be  ac- 
companied by  a  check;  if  a  credit  balance,  a  credit  mem- 
orandum. The  time  for  payment  of  a  check  for  debit 
balance  or  for  presenting  credit  memorandum  for  credit 
balance  is  2 :30  P.  M.  to  2 :45  P.  M.  or  before  that  time 
if  a  clearing  member  so  desires,  provided  that  all  obliga- 
tions to  the  Stock  Clearing  Corporation  resulting  from  the 
day's  operations  have  been  settled.  A  total  of  debits  and 
credits  in  our  illustration  results  in  a  debit  balance  of 
♦77,000  and,  therefore,  a  check  for  that  amount  most 
accompany  the  final  receipt  to  the  Day  Branch  of  the 
Clearing  Corporation  (see  Figure  12). 

The  question  at  once  arises,  How  can  this  be  correetl 
By  reference  to  the  clearance  sheet  sent  to  the  Night 
Clearing  Branch  on  the  day  prevjona  we  find  that  broker 
"X"  contracted  to  buy  1,200  shares  of  various  securities 
at  a  total  of  tll9.900  and  that  he  sold  600  shares  amount- 
ing to  $43,450.    From  this  it  would  appear  that  his  pur- 
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)  exceeded  bis  sales  by  $76,450  and  that  he  would 
owe  that  stun  to  the  Clearing  Corporation.  The  final  re- 
ceipt showB  a  check  for  $77,000  bat  it  must  be  remembered 
that  on  the  previoas  day  he  drew  a  draft  for  $550  on 
the  Night  Branch  of  the  Clearing  Corporation  and  this 
makes  the  net  difference  just  $76,450,  which  corresponds 
to  the  difference  between  the  total  of  porcbases  and  sales. 
The  economy  of  this  system  is  evident.  Prior  to  the 
reorganization  of  the  Clearing  House  in  1919  the  mem- 
no.  12. riKAL  BBOIFr. 


bers  received  the  seenrity  balance  slips  indicatiiMc  to  whom 
tbey  should  deliver  securities  and  each  delivery  involved 
a  check  from  the  receiving  member.  In  other  words, 
every  balance  of  securities  to  deliver  necessitated  a  separ- 
ate payment,  but  now  only  the  difference  between  the 
values  of  all  the  securiUcs  to  deliver  and  all  the  securities 
to  receive  of  each  individual  member  involve  only  one 
credit  instrument. 

Clearance  of  Loans. — The  clearing  of  collateral  call  loans, 
previously  referred  to,  is  one  of  the  most  important  of  the 
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new  functions  of  the  Clearing  Corporation.  The  vftlae  of 
this  BTStem  will  be  appreciated  better  after  a  brief  deacrip- 
ticm  of  the  old  method.  Whenever  a  brdier  desired  to  make 
a  new  loan,  he  always  foond  it  neceasarj''  to  obtain  an  inter- 
mediate credit  from  his  bank  until  the  collateral  could  be 
delivered,  or  if  he  desired  to  transfer  an  existing  loan  from 
one  lender  to  another  credit  was  necessary  for  the  par- 
pose  of  redeemii^  the  hypothecated  secnrities  before  th^ 
conld  be  delivered  to  the  new  lender.  In  either  case  it 
meant  a  temporary  onsecured  loan  that  resulted  in  a  large 
amount  of  overcertification.  By  means  of  the  new  method 
the  overcertification  by  banks  has  been  obviated  by  the 
Clearing  Corporation  extending  the  necessary  interme- 
diate credit.  To  make  this  possible  each  clearing  member 
has  been  compelled  to  contribute  at  least  110,000  to  a 
guarantee  fund,  which  is  osed  to  aid  in  the  financing  of 
the  clearing  operations.  The  total  of  this  aom  at  any  time 
is  not  permitted  to  fall  below  $10,000,000,  so  it  can  readily 
be  seen  that  the  Clearing  Corporation  is  financially  cap- 
able of  extending  temporary  credit  of  very  large  amoonta. 
If  a  member  desires  to  place  a  new  loan,  negotiations 
are  made  on  the  floor  of  the  Exchange  or  directly  between 
lender  or  buyer  as  formerly.  Then  if  they  wish  the  Clear- 
ing Corporation  to  act  for  them,  they  sign  a  loan  agree- 
ment that  is  subject  to  the  approval  of  the  Clearing  Cor- 
poration. This  agreement  must  be  approved  or  disap- 
proved by  the  Stock  Clearing  Corporation  within  one 
hour.  If  not  rejected  within  that  time,  it  is  automatically 
accepted  and  the  Corporation  will  act  for  the  parties. 
Booths  have  been  provided  in  the  Day  Clearing  Branch  for 
the  various  lenders  of  money  and  for  the  Clearing  Cor- 
poration tellers  designated  to  handle  the  accounts  of  the 
various  clearing  members.  The  collateral  is  sent  to  the 
Day  Branch  where  it  is  checked  up  and,  if  satisfactory, 
a  check  is  issued  to  the  borrowing  broker.    The  money 
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lender  can  then  obtain  the  collateral  from  the  Clearing 
Corporation  npon  the  presentation  to  it  of  a  check  cover- 
ing the  loan. 

f«mili|r  arrangements  are  made  for  the  transfer  of  a 
loan  from  one  lender  to  another,  for  the  paring  off  (d 
loans  when  terminated  by  the  borrower  or  called  by  the 
lender,  and  for  the  sabstttnUon,  withdrawal,  or  addition  of 
collateral.  It  is  important  to  note  that  in  all  these  transac- 
tions the  Clearing  Corporation  extends  the  intermediate 
eredit  and  thus  performs  a  banking  function.  This  is 
made  posnbW  by  the  clearing  fond  previoosly  referred  to. 
However,  the  amount  of  accommodation  that  any  one 
member  may  receive  is  limited  in  several  ways.  The 
amoont  of  onsecured  accommodation  is  dependent  npon 
the  size  of  the  member's  contribation  to  the  clearing  fond; 
the  Clearing  Corporation  at  all  times  reserves  the  right  to 
refuse  to  act  in  any  loan  transaction ;  and  it  may  demand 
different  or  additional  collateral  while  it  is  extending 
credit  on  a  loan. 

At  the  end  of  the  day  the  cash  debit  or  credit  that  re- 
salts  from  the  handling  of  loans  is  entered  on  the  "final 
receipt"  previooaly  referred  to  under  the  clearance  of 
secnrity  balances.  The  debits  and  credits  representing 
these  two  types  of  clearance  are  then  totaled  and  the  net 
difference  is  taken  care  of  by  (1)  check  to  or  (2)  draft 
on  the  Clearing  Corporation,  aa  the  case  may  be. 

Advantages  Derived  from  Btock-Exohange  Olearing 
Houses. — By  greatly  reducing  the  volume  of  checks  and 
deliveries  of  stock  the  system  of  clearing,  it  is  plain,  re- 
lieves brokers  and  banking  institutions  of  mach  risk,  con- 
fusion, labor,  and  loss  of  time.  In  onr  example  of  a  clear- 
ing sheet  where  the  number  of  shares  bought  and  sold 
did  not  balance  (see  Figure  6),  the  clearing  system  cut 
down  the  number  of  checks  by  one-third,  and  reduced  by 
over  44  per  cent  the  amount  of  checks  that  would  other- 
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wise  liBve  been  uened,  the  number  of  deliverieB  that  would 
have  been  made,  and  the  number  of  shares  that  would 
have  been  delivered.  This  showing  is  conservative,  be- 
cause we  are  told  by  Pratt*  that:  "Throagh  the  opera- 
tion of  the  clearing  house  65  per  cent  of  all  the  shares 
dealt  in  are  eliminated  in  deliveries,  and  more  than  90 
per  cent  of  the  number  of  checks  is  done  away  with." 
One  instance  is  mentioned  by  Pratt  "where  204,000  shares 
value  at  $12,500,000  on  one  side,  were  settled  by  a  pay- 
ment of  about  $10,000."  '  He  further  shows  the  far-reacb- 
ing  importance  of  the  clearing  house  by  summing  up  its 
operations  in  the  following  table  for  the  boom  year  of 
1901,  and  adds:"  "The  Stock  Clearing  House  is  capable 
of  indefinite  expansion ;  there  seems  to  be  no  limit  to  the 
amount  of  business  it  could  do.  It  has  bandied  about 
100,000  items  in  one  day.  One  broker  alone  has  turned 
in  sbout  1,300  items.  If  the  other  490  firms  did  the  same, 
there  would  be  637,000  items  in  one  day.  It  follows,  there- 
fore, that  the  clearing  house  can  handle  at  least  six  times 
its  business  in  1901,  and  that  is  an  underestimate." 

Niw  York  Stock  Excbanoe  Cleariho  Hodsb 
Statistics  for  tux  Ykar  1901 

Shares  cleared  both  sides,  including  balances 926,347,300 

Total  value  both  sides,  contracts  and  balances. . . .  S77,8S3,500,000 

Share  balances  one  Bide 134,391,000 

Value  share  balances  one  side 10,930,853,000 

Cash  balances  one  side 116,849,300 

Certification  required 10,930,863,000 

Certification  obviated 17,065,042,800 

Cotification  that  would  have  been  required  with- 

27,995,896,400 


A  noticeable  feature  of  Pratt 's  table  is  the  amount  of 
certification  avoided  during  1901,  namely,  $17,065,042,800 

•  Sermo  8.  Pratt,  Tht  Work  qf  Wall  Sbvtt,  p.  167. 
'/W,  p.  171. 
•/bMl.,p.  166. 
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aa  eompared  witli  #10,930,853,600  of  certification  required. 
"The  average  daily  saving  to  the  ban^  in  New  York  in 
certifications,"  he  estimates,*  "amounts  to  more  than  $50,- 
000,000;"  while  Van  Antwerp  states  tbat^**  "the  amount 
of  money  which  the  broker  must  command  to  meet  hiF 
daily  engagements,  represents,  on  an  average,  only  25  per 
cent  of  the  actual  capital  that  would  be  required  were  it 
not  for  the  excellent  system  thus  afforded  him."  By 
thus  reducing  the  capital  demands  of  brokers  the  clearing 
system  does  much  to  reduce  the  number  of  failures  on  the 
Stock  Exchange,  especially  during  panics  and  periods  of 
great  money  stringency.  On  ■  the  other  hand,  in  case  oi 
insolvency  the  system  is  instrumental  in  saving  much  time 
and  loss  in  the  making  of  settlements.  Possibly  the  great- 
est advantage,  however,  is  the  great  reduction  of  over- 
certification  resulting  from  the  clearing  of  security  bal- 
ances and  call  loans.  An  examination  of  the  statistics  of 
clearing-house  operations  shown  below  is  interesting  in  this 
connection. 

Stock  Ci^x^RiMa  CoBPOHATioti 
Statutie*  qf  Operationt  from  May  1,  19t0  lo  April  SO,  19tt 

NIQHT  CUAIUNa  BHANCH 

Siares  cleared  one  side  (excluding  balances) 251 ,637,677 

Total  value  one  side  (excluding  balanoes) 115,834,778,430 

Siare  balances,  one  aide 124,671,440 

Value  shaie  balances,  one  aide $7,285,887,020 

Cash  balances,  one  nde 55,567,570 

Stocks  cleared 141  to  220 

Bonds  cleared 6 

R^mrted  sales  of  cleared  stoclu 167,720,700 

Per  cent  ddiveries  on  stock  balances  to  total 

ddiveries 48.56  per  ooit 

Total  reported  sales  all  stocks 186,843,800 

Per  cent  clearance  volume  to  total  volume 89.78  per  cent 

Bank  certification  obviated «8,S5S,S38,610 


•/Kip.  167. 
"WiUMm"  ' 


C.  Van  Antirap,  The  Stodc  Bsehangefrtm  WiMn,  p.  122. 
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&AT  CLEABDia  BRANCH 

Seooritka  ddiTered  om  side 112,902,890 

Value  aecuritieB  delivered  one  Bide 16,236,487,020 

Oiecks  (amouDt  depodtod) $2,309,412,046 

Per  cent  checks  depodtod 38.5  pwoent 

Bank  oertification  obviated 13,837,074,974 

Per  cent  obviated 61  Jt  jw  vait 

Number  of  deliveriee 685,825 

Number  of  checks  dravm 46,218 

Per  cent  of  checks  drawn 7^pwoant 

Reductton  in  number  of  checks  drawn 639,607 

Per  cent  reduction  in  number  of  checks  dnwn. . . .  S2.8  pv  ceat 

The  clearing  of  loans  is  too  recent  an  innovati<Ki  to  fur- 
nish accurate  figures,  bat  it  is  estimated  that  in  one  year 
it  will  result  in  a  reduction  of  60  per  cent  of  the  certiflca' 
tion  otherwise  required.  The  benefits  of  this  redaction  of 
certification  to  the  New  York  banking  community  are 
practically  inestimable  and  can  readily  be  appreciated  by 
the  bankers  and  brokers  who  have  long  been  subject  to 
adverse  criticism  by  the  rest  of  the  country  because  of  th^ 
overcertification  resulting  from  stock-market  operations. 

Several  other  advantages,  though  of  less  importance, 
should  also  be  credited  to  the  clearing  house.  As  previ- 
ously shown,  it  audits  the  great  mass  of  exchange  transac- 
tions, and  in  this  respect  insures  accuracy  since  it  is  quick 
to  detect  errors.  Daily  clearings  also  serve  much  better 
than  the  European  system  of  fortnightly  settlement  of 
transactions  as  a  precautionary  restriction  upon  brokers 
against  over-extension  of  credit  and  over-speculation. 

Kstbods  Adopted  to  Assure  Secrecy. — Much  of  the  op- 
position to  the  establishment  of  the  New  York  Stock  Ex- 
change Clearing  House  was  based  on  the  suppodtion  that 
the  clearing  sheets  would  disclose  the  business  secrets  of 
brokers  to  the  clerks  operating  the  system.  This  fear, 
however,  has  proved  to  be  unfounded.  Not  only  does  the 
clearing  house  strictly  safeguard  all  transactions  cleared, 
return  all  sheets  aod  tickets  delivered  to  it,  and  decline  to 
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kwp  records  of  its  own,  but  its  macliinery  for  clearing  Is 
ao  devised  and  operates  with  soch  speed  that  no  oppor- 
tunity is  afforded  for  the  acqoisitioii  of  biinnesB  secrets. 

Perhaps  the  most  effective  means  of  concealing  the  ac- 
tions of  a  broker  consists  of  the  arrangement  whereby  all 
loans  of  stock  are  entered  on  the  eleariiig  sheet.  Thus,  let 
08  assome  that  our  firm  "X,"  in  addition  to  the  bnsinees 
referred  to  on  p.  205,  had  borrowed  from  broker  "J"  100 
shares  of  U.  3.  Steel  and  loaned  to  broker  "K"  100  Union  . 
Pacific.  On  the  clearing  sheet  the  100  U.  S.  Steel  wonld 
appear  on  the  debit  side  with  the  purchases  and  would  be 
inelnded  in  the  balance  to  receive.  As  shown  in  Chapter 
XII  on  The  Short  Sale,  borrowing  of  stock  corresponds 
exactly  to  a  porch^se  as  regards  ddiveiy  of  the  shares  and 
the  payment  therefor.  Lending  of  stock,  on  the  other 
hand,  corresponds  in  form  to  a  sale,  and  the  100  Union 
Pacific  lent  to  "K"  wonld  therefore  appear  as  a  sale  on 
the  credit  side  of  the  sheet  and  would  reduce  the  balance 
of  Union  Pacific  to  receive  to  200  shares.  Ehnployees  of 
the  clearing  house  have  no  way  of  knowing  whether  a 
broker  is  buying  or  borrowing,  or  selling  or  lending 
stocks;  and  stocks  that  seem  to  have  been  purchased  may 
actually  be  borrowed  to  fulfill  delivery  on  a  short  sale. 
They  are  unable  to  tell  the  positi<m  of  "X,"  for  althou^ 
400  shares  of  U.  S.  Steel  would  be  entered  on  the  sheet  as 
pDTchased,  part  or  all  of  this  amount  may  have  been  bor- 
rowed.  It  is  eqnally  impossible  to  tell  whether  "X"bou^t 
or  borrowed  300  shares  of  Union  Pacific,  or  sold  or  loaned 
100.  Large  operators,  also,  usoal^  conduct  their  deals 
through  several  and  sometimes  many  bn&ers,  with  a  view  to 
concealing  their  position  in  the  market. 

Again,  each  firm  is  given  a  number  that  appears  on  all 
the  forms  sent  to  the  clearing  house,  and  the  procedure 
of  clearing  is  based  largely  on  the  use  of  these  numbers. 
While  the  tHerka  may  know  many  of  these  numbers,  it  is 
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impoBBible  to  remember  alL  The  work  is  spread  over  M 
many  employees  that  each  handles  only  a  small  part  of 
the  total.  Such  baste  is  also  required  in  the  process  of 
clearing  that  little  opportunity  is  given  to  trace  out  the 
position  of  any  one  broker's  transactions.  Furthermore 
employees  of  the  Stock  Clearii^  Corporation  are  earefolly 
selected,  are  under  bond,  and  are  thoroi^hly  impressed 
with  the  confidential  nature  of  the  work  of  the  Stock 
Clearing  Corporation.  Since  the  inception  of  the  Clear- 
ing House,  there  has  never  been  a  known  leak  of  any  con- 
fldential  inf  oTmation. 

ZTew  York  Stock  Xxohan^  Olearin;  Byrtem  Ooiitmt«d 
with  Other  Syitems. — There  exist  a  number  of  stock  clear- 
ing arrangements  which  differ  considerably  in  method  from 
the  New  York  system,  but  space  forbids  a  detailed  descrip- 
tion. Thus  the  Philadelphia  system  differs  from  that  of 
New  York  in  two  main  respects.  In  the  first  place,  a 
separate  sheet,  of  distinctively  colored  paper  or  printing, 
is  used  for  each  kind  of  stock,  ell  transactions  in  a  partic- 
ular stock  and  no  others  appearing  upon  its  sheet,  instead 
of  one  clearing  sheet  containing  all  transactions  as  in  New 
York.  Secondly,  these  sheets,  besides  providing  eohunns 
for  the  number  of  shares  in  each  transaction,  the  names  of 
the  firms  from  whom  the  stock  was  purchased  or  to  whom 
sold,  and  the  purchase  or  selling  price,  contain  on  both 
the  debit  and  credit  sides  an  extra  column  headed  "certi> 
flcation."  The  brokers'  clerks,  meeting  in  the  clearing 
house  at  a  ^ecified  time  daily,  exhibit  their  sheets  to  eaeh 
other,  and  if  the  seller's  record  of  the  transaction,  for 
instance,  is  found  correct  by  the  buyer's  clerk,  the  latter 
inserts  his  initials  in  the  "certification  column"  of  the 
seller's  sheet,  thereby  confirming  the  transaction.  The 
seller's  clerk  is  required  to  make  the  same  certificatjon 
on  the  buyer's  sheet.  In  this  way  all  the  transactions  are 
compared  without  the  use  of  separate  clearing-house  tick- 
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eta.  All  the  sheets  are  then  delivered  to  the  elearing 
house  which,  when  it  has  determined  the  Tarions  halsnces 
to  be  received  and  delivered  by  the  different  broken^ 
notifies  them  as  to  the  firms  from  whom  or  to  whom  the; 
must  receive  or  deliver  their  balances. 

Nowhere  in  Europe  does  the  American  system  of  clear- 
ing brohera*  aceoonts  both  for  secoritiea  and  for  money 
seem  to  exist.  Instead,  the  work  of  European  stock- 
cle&ring  houses  conmsts  only  in  the  comparison  of  con- 
tracts between  brokers  who  have  bought  and  sold  secnri- 
tiee,  and  thus  resembles  the  "ringing  out"  method  pre- 
vailing on  American  produce  exchanges. 

Stock-exchange  accounts  in  Europe  are  generally  set- 
tled on  the  fortnightly  plan,  that  is,  as  in  London,  about 
every  two  weeks  at  the  middle  and  end  of  each  month. 
The  scope  of  the  clearing  is  therefore  very  broad,  because 
in  the  course  of  two  weeks  bn^ers  naturally  enter  into 
numy  contracts  to  bay  and  sell  the  same  security,  and  at 
the  settlement  time  it  will  be  found  possible  to  eliminate 
a  very  large  proportion  of  the  total  deliveries  otherwise 
necessary.  As  is  the  case  in  New  York,  an  arbitrary  and 
uniform  settlement  price  is  adopted  for  the  settlement  of 
all  accounts,  but  the  clearing  of  all  money  exchanges 
takes  place  outside  of  the  clearing  house.  The  following 
is  a  brief  explanation  of  the  London  fortnightly  system. 
Each  settlement  extends  over  three  days,  and  at  a  certain 
hour  on  the  first  day  all  old  accounta  end  and  bnaness 
subsequently  transacted  falls  within  the  new  fortnightly 
account.  Three  distinct  operations  comprise  each  settle- 
ment as  regards  most  classes  of  securitiesi  and  a  separate 
day  is  devoted  to  each  operation.  ^ 

On  the  first  day — called  "Contango  day"  or  "mak- 
ing-up  day" — arrangements  are  made  for  the  carrying 
over  of  stocks  to  the  following  account  by  operators  who 
dther  are  not  prepared  to  pay  for  stock  they  purchased 
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or  to  deliver  stock  that  they  sold.  This  A&j  is,  therefore, 
of  importance  011I7  as  far  as  speenlstiTe  acconnta  are 
concerned. 

On  the  next  day— called  "tickefr^y'*  or  "name-day" 
— brokers  who  have  bought  stock  and  wish  to  take  it  up 
hand  tickets,  each  of  which  bears  the  amount  and  name  of 
the  security,  the  name  and  address  of  the  buying  brok- 
er's client,  the  price,  and  the  date  and  name  of  the  member 
to  whom  the  ticket  is  issued,  to  the  jobbers  from  whom 
they  bought  the  stock.  If  these  jobbers  are  not  in  poe- 
Bcsdon  of  the  securities,  having  bought  them  during  the 
same  account  from  some  other  jobber,  they  pass  them  on 
to  the  seller  after  endorsing  the  seller's  name.  In  this 
way  the  ticket  passes  from  seller  to  seller  until  it  reaches 
the  firm  that  actually  has  the  securities  and  intends  to 
deliver  them.  The  passing  of  these  tickets,  as  explained 
by  Dnguid,  is  greatly  facilitated  by  the  Settlement  De- 
partment of  the  clearing  hotise.    He  states:** 

"It  is  not  every  member  of  the  Stock  Exchange  who  be- 
longs to  the  clearing  house,  nor  is  it  every  security  that 
enjoys  the  benefit  of  its  operations.  But  in  cases  where 
it  can  be  used,  this  is  the  process.  On  Contango  day  each 
member  prepared  a  "clearing  sheet"  for  each  security 
in  which  he  has  dealt.  This  sheet  may,  of  course,  show 
many  sales  and  many  purchases,  each  to  or  from  a  differ- 
ent member,  but  all  that  the  member  who  has  prepared  the 
sheet  has  to  concern  himself  about — in  so  far  as  the 
securities  are  concerned,  and  it  should  be  noted  that  the 
clearing  house  only  clears  securities,  not  money — is  the 
delivery  or  receipt  of  the  differences  between  his  sales  and 
his  purchases;  the  clearing  house  does  the  rest.  If,  for 
instance,  a  member's  sheet  shows  that  he  has  bought  a 
total  of  6,000  of  a  certain  stock,  no  matter  in  bow  many 
different  bargains  with  different  members,  and  has  sold 

■■  CbtilM  Dugoid,  Tht  London  SU)ek  Bxtlumge,  Cbap.  VII. 
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6,000;  then,  instead  ot  a  aeparate  ticket  having  to  pass 
through  his  hands  for  each  separate  bargain,  the  elearing 
hoose  discovers  from  the  other  sheets  some  member  who 
has  sold  1,000  more  than  he  has  boogbt  of  the  particu- 
lar stock  in  question.  The  passing  of  the  stock  is  then 
adjusted  b;  bringing  these  two  members  together.  The 
way  in  which  all  bargains  which  come  witbin  the  clearing 
honse  are  cleared  off  can  be  easily  grasped  when  it  is 
recognized  that  for  every  bargain  there  are  both  a  bnyer 
and  a  seller.  Bat  the  clearing  house  has  nothing  to  do 
with  the  adjQStment  of  the  different  prices  at  which  se- 
corities  are  bonght  and  sold.  In  fact,  all  bargains  dealt 
wHh  by  the  clearing  house  are  passed  through  the  ac- 
counts at  a  fixed  price,  the  "making-up  price,"  and  the 
■ecuritiea  have  to  he  paid  for  at  that  price.  The  settle- 
ment of  differences  has  to  be  arranged  in  the  accounts 
between  member  and  member,  and  this  brings  us  to  the 
bosmess  of  the  last  day  of  the  settlement,  "pay-day," 
the  real  day  of  settlement." 

On  the  third  or  last  day  referred  to  by  Dugnid — called 
"pay-day"  or  "account  day" — all  differences  must  be 
paid,  and  all  secnrities  to  be  delivered  must  be  handed 
over  and  paid  for,  although  extra  time  is  given  for  the 
delivery  of  registered  securities.  All  differences  must  be 
paid  by  check  on  some  bank  holding  membership  in  the 
bankers'  clearing  house.  "By  this  rule,"  Duguid  ex- 
plains, "it  is  secured  that  every  member  has  both  to  pay; 
and  receive  differences  at  the  same  time,  and  the  differ- 
ences which  a  member  receives  are  directly  pledged,  as 
it  were,  for  payment  of  those  he  has  to  ^ve." 

Much  has  been  written  by  way  of  a  comparison  of  the 
relative  advantages  of  the  European  fortnightly  settlement 
with  the  American  daily  settlement.  Sucb  a  comparison 
is  difficult  and  probably  unfair  because  of  the  totally  dif- 
ferent conditions  underlying  tbe  organization  and  nature 
of  the  two  markets.    The  American  system,  by  calling  for 
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a  reckoning  e&eli  day  as  contrasted  with  the  postponement 
of  aettlement  for  two  weeks  under  the  fortnightly  system, 
serves  as  a  precantionary  restriction  upon  brokers  against 
over-speculation.  Oo  the  other  hand  it  is  argued  that  the 
daily  settlement  system  is  not  at  all  adapted  to  the  needs 
of  the  London  Stock  Exchange,  with  its  system  of  brok- 
ers and  jobbers,  with  its  enormous  international  business 
in  securities,  and  with  its  members  in  the  habit  of  doing 
buriness  on  a  credit  and  not  a  cash  basis. 
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CHAFTEB  XV 
TBANSFEa  OF  SECUBITIEB 

StotftBxdtange  XhIm  Dedgned  to  Seenra  Unif oradty 
and  to  ItHmtnate  Unneoenary  BidL — To  secure  uniform' 
itj  of  action  and  to  eliminate  imnecessary  risk,  the  form 
of  stock  certificates  as  well  as  the  assignment  and  trans- 
fer of  them  are  governed  largely  by  the  roles  of  the 
various  exchanges  aa  far  as  listed  secorities  are  concerned. 
These  roles  were  referred  to  in  Chapter  IX  on  the  lasting 
of  Securitiea,^  hnt  the  following  requirements  of  the  New 
Tork  Stock  Exchange  may  again  be  sommarized  briefly 
as  introductory  to  this  chapter. 

1.  CoTpoTBtions  whose  shares  are  admitted  to  dealing 
are  required  by  the  New  York  Stock  Exchange  to  main- 
tain a  transfer  agency  and  a  registry  office  in  the  City  of 
New  Tork,  Boroogh  of  Manhattan,  and  both  the  transfer 
agent  and  registrar  most  be  acceptable  to  the  Committee 
on  Stock-List.  The  registrar*  most  file  with  the  Secre- 
tary of  the  Exchange  an  agreement  to  comply  with  its 
reqinrements  in  regard  to  registration,  and  it  is  further 
provided  that  a  trust  company  or  individaal  may  not  act 
at  the  same  time  as  both  transfer  agent  and  registrar  of  a 
corporation.    Nor  may  a  company  act  as  registrar  of  its 

>  Bee  pp.  110-42. 

'Tlie  rapslnr  is  asoalljr  a  bank  or  tnirt  eoinpaiiT  aippomtcd  bjr 
a  napoiation  to  keep  a  noord  o(  ita  Bbx^  and  to  vamj  that  ttw 
DMM  on  the  ontificate  ia  that  o(  the  awoa  of  record.  Id  other  wordi, 
the  ngbtiar  aeta  aa  a  cbeci  on  tiw  tnada  acmt,  aad  oertifiee  wben 
new  oertifieatee  are  iaeaed  that  the  old  certificate  haa  beoi  canceled, 
tlm  avrnding  the  po^bQitr  of  ao  om  ieaoe  or  dtqalication  of  stock. 
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own  stock.  If  the  stock  of  a  corporation  is  to  be  trans- 
ferred at  its  own  office,  a  transfer  agent  mnst  be  appointed 
by  specific  authority  of  the  Board  of  Directors  to  counter- 
sign  certificates,  in  said  capacity,  wliich  individual  must  be 
some  one  other  than  an  officer  of  the  corporation  aathor- 
ized  to  sign  certificates  of  stock. 

2.  The  entire  amount  of  the  capital  stock  of  any  cor- 
poration listed  upon  the  Exchange  mnst  be  directly  trans- 
ferable at  the  transfer  office  in  New  York,  and,  if  trans- 
fers are  made  in  other  cities,  the  certificates  issued  in  sneb 
cities  most  be  interchangeable  and  identical  in  form  and 
color  with  the  New  York  certificates,  except  as  to  names 
of  transfer  agent  and  registrar.  No  change  in  the  form  of 
the  certificate,  the  transfer  agent  or  the  registrar  can  be 
made  withont  the  approval  of  the  Committee  on  Stock- 
List. 

3.  The  exact  form  as  well  as  the  manner  of  making  the 
certificate,  is  prescribed  by  the  Exchange  with  a  view  to 
giving  the  greatest  possible  security  against  counterfeiting 
in  any  manner  whatsoever.  Various  rules  also  provide 
that  the  different  classes  of  securities  must  contain  fea- 
tures that  will  enable  one  security  or  denomination  to  be 
readily  distinguished  from  another.  Thus,  in  the  case  of 
bonds  the  imprint  of  each  denomination  must  be  of  such 
distinctive  appearance  and  color  as  will  make  it  readily 
distinguishable  from  other  denominations.  For  each  class 
of  stock  issued  there  must  be  a  distinctively  engraved 
plate  for  100-share  denominations,  and  certificates  issued 
for  smaller  amounts  must  have  a  plate  distinctive  in  color 
and  design  and  the  certificate  must  bear  the  words,  "Certi- 
ficate for  less  than  one  hundred  shares."  Conditions  of 
redemption  by  sinking  fund  or  otherwise,  and  of  conver- 
sion into  other  forms  of  securities  must  be  shown  in  the 
text  of  the  bond ;  and  in  the  case  of  stock  the  terms  of  al) 
preferences  or  privileges,  if  any,  must  be  stated.    A  sample 
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eertifleate  of  eacli  isgne  of  stock  or  bonds  must  be  referred 
to  the  Committee  on  Stock-List  for  acceptance  as  to  form, 
character,  and  recommendations.  Furthermore,  no  stock 
certificate  or  bond  will  be  approved  b7  the  Exchange,  nn- 
leas  engraved  by  some  company  whose  work  the  Committee 
has  aathorized. 

4  The  receiver  of  the  shares,  the  pnrchaser,  is  fi^ven 
the  optim  of  requiring  delivery  to  be  made  either  in  (a) 
certificate  therefore  or  ({>)  by  transfer  thereof.  In  case, 
however,  personal  liability  attaches  to  ownership,  the  seller 
is  given  the  right  to  deliver  by  transfer.  When  the  transfer 
bodka  are  dosed,  the  biiyer,  according  to  the  rules,  cannot 
require  delivery  by  transfer.* 

5.  The  blank  form  of  assignment  and  power  of  attorney 
is  prescribed  by  the  Exchange,  and  to  constitate  a  good 
delivery  these  most  conform  to  the  roles  of  the  exchange. 
This  form  makes  particular  reference  to  the  fact  that  the 
assignment  must  comply  exactly  with  the  facts  stipulated  on 
the  face  of  the  certificate,  a  matter  of  importance  that  will 
be  referred  to  later  in  greater  detiuL 

Negotiability  of  Stock  Oertifloates.— Although  stock 
certificates  represent  one  of  the  most  important  forms  of 
commercial  paper,  they  lack  nearly  all  the  requisite  ele- 
ments of  negotiability,*  and  the  courts  have  therefore  been 
obliged  to  place  stock  certificates  in  the  category  of  non- 

■Coiiatitution  of  the  New  Toric  Stock  Exctunge,  Aitiele  XXT, 


1.  U,  muflt  be  in  wiitiDg  and  signAd  by  the  maker  to  di^ver. 

2.  Miut  contftin  as  imoonditiooaJ  promise  or  order  to  pay  a  sum 

certain  in  money. 
8.  Hust  be  payable  on  demand,  or  at  a  fixed  or  detcnninaUa 


be  named,  or  otherwiae  indicated  thcocin  with  reMonable 
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negotiable  iiiBtnimeuts.  As  ia  stated  by  Doa  Paasoa  in  Idi 
explanation  of  tbe  doctrine  of  negotiability  as  applied  to 
stock  certificates:* 

"The  importance  of  this  sabject  to  stock  broken,  bonks, 
and  capitalists  cannot  be  overstated,  becaose  dealings  in 
these  securities  constitute  the  bulk  of  their  business,  and 
hundreds  of  miUions  of  dollars  are  employed  in  their  pur* 
chase  and  sale  each  week  in  tbe  city  of  New  York  alone. 
Stock  certificates,  as  we  have  seen,  are  not,  technically, 
negotiable  instruments.  They  are  not  promises  to  pay 
money,  and,  in  a  word,  lack  almost  every  element  neces- 
sary to  constitute  negotiability.  Tbey  are  certificates 
showing  that  the  individual  named  therein  is  entitled  to  a 
share  in  tbe  capital  stock  of  a  corporation,  to  its  profits 
and  dividends  when  they  are  declared,  to  a  proportionate 
sliare  of  its  property  upon  its  being  wound  up  or  dissolved. 
The  courts  have  everywhere  with  marked  unanimity 
placed  them  in  tbe  category  of  non-negotiable  instruments. 
And  it  has  been  held  in  the  State  of  New  York  that  the 
Negotiable  Instroments  Law  is  not  applicable  to  stock  cer- 
tificates. 

The  effect  of  non-negotiability  we  have  already  consd- 
ered,  and  it  is  very  manifest  that  if  that  doctrine  were  to 
be  applied  in  its  full  force  and  rigor  to  stock  certificates, 
the  consequences  to  the  financial  world  would  be  most 
alarming  and  serious.  But  we  shall  see  that  while  the 
courts,  on  tbe  one  hand,  treat  them  as  non- negotiable,  on 
the  other  hand,  through  equitable  doctrine  of  estoppel, 
stock  certificates,  with  a  power  to  transfer  them  endorsed 
in  blank  thereon,  can  be  dealt  in  with  almost  the  same 
immunity  as  bills,  notes,  and  other  negotiable  instramenta. " 

To  overcome  the  disadvantages  of  non-negotiability,  tbe 
courts  permit  stock  certificates  to  pass  freely  from  hand 

n  Ou  Law  <^  Stock  Broktn  and  Stock 
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to  hand,  without  as  actual  transfer  in  each  instance, 
throTigh  the  use  of  an  aasignment  and  power  of  attorney 
execated  in  blank  and  attached  thereto.  The  reverse  ride 
of  each  stock  certificate  contains  a  blank  form  of  astdgn- 
ment  and  power  of  attorney  to  transfer,  which  the  owner 
of  the  stock  may  fill  out  when  he  delivers  it  in  folfiUment 
of  a  sale ;  or,  be  may  merely  sign  it  in  blank  at  the  time 
of  delivery,  thus  permitting  the  broker,  or  the  broker's 
attorney,  to  fill  out  the  various  blank  spaces  contained  in 
the  form.  The  following  is  a  sample  of  the  blank  form  of 
asmgnment  and  power  of  attorney  referred  to,  and  it 
should  be  noted  that  it  contains  tliree  distinct  features, 
namely,  (1)  the  assignment ;  (2)  the  provision  for  the  irre- 
vocable appointment  of  an  attorney  to  make  the  transfer; 
and  (3)  the  delegation  to  this  attorney  of  full  powers  of 
substitution. 

Sample  of  AssiGNKKMr  and  Power  of  Attcbnit. 

FOB  VALUE  RECEIVED .hereby  sell. 

assign  and  transfer  unto 

Shares  of  the'  Capital  Stodc 

represented  by  the  within  Certificate,  and  do  hereby 

irrevocably  constitute  and  appoint 

Attorney  to  transfer  the  said  stock  on  the  Books  of  the 
within  named  Company  with  foil  power  of  substitution 
in  the  premises. 


Dated 19.. 

In  Presence  of 


If  the  name  of  the  attorney  has  been  filled  in  the  above 
mentioned^orm,  such  attorney  may,  if  he  wishes  to  sub- 

r  par  valuB  the  word  "  capital " 
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Btitntfl  another  attorney,  place  the  following  power  of  snb- 
Btitation  on  the  back  of  a  certificate : 

I  (or  we)  hereby  irrevocably  constitute  and  appoint 

my  (or  our)  sabstitota 

to  transfer  the  within  named  stock  under  the  foreseeing 
power  of  Attorney,  with  like  power  of  sabstitation. 
Dated 19 

In  the  Presence  of 

Stock,  when  transferred  from  hand  to  hand  by  filling 
oat  the  blank  form  of  assignment  and  power  of  attorney, 
or  when  using  in  addition  thereto  the  aboTe-mentioned 
power  of  substitution,  carries  full  legal  title  in  most  states. 
In  a  few  states,  registry  most  be  made  on  the  hooks  of  the 
company,  in  order  to  protect  the  transferee  against  the 
claims  of  a  Bubseqnent  attaching  creditor  of  the  transferor 
who  serves  a  writ  of  attachment  upon  the  company  while 
the  stock,  althot^h  sold,  still  stands  in  the  name  of  the 
transferor.  As  far  as  the  company  is  concerned,  the  trans- 
fer of  a  stock  certificate  is  not  completed  until  the  transfer 
is  recorded  on  the  books  of  the  company,  and  until  the 
transfer  is  actually  recorded  the  transferee  has  no  voting 
rights,  and  the  company  is  protected  in  paying  dividends  to 
the  seller,  whose  name  may  still  appear  on  the  boc^  as 
owner. 

The  laws  of  the  several  states  differ  as  to  the  rights 
which  the  purchaser  of  the  stock,  or  the  lender  of  money 
upon  stock,  has  in  case  the  stock  is  subject  to  any  lien  of 
the  company  for  indebtedness  of  the  transferor.  In  some 
states,  the  company  has  no  such  lien,  whereas  in  other 
states  the  company  has  a  lien  and  can  refuse  to  transfer 
the  stock  to  the  purchaser  until  the  indebtedness  of  the 
transferor  is  satisfied.    It  is  important,  therefore,  that  the 
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parchaaer  of  stock,  or  the  lender  of  money  tbereon,  should 
know  whether  an  indebtedneas  exists  on  the  stock  and 
whether  the  company  acqaires  the  right  to  a  lien,  if  sncb 
is  the  case.  Moreover,  owing  to  the  lack  of  fall  legal 
negotiability  in  the  case  of  stock  certificates,  owners  are 
protected  against  loss  or  theft  of  soch  cerUficates,  a  mle 
that  does  not  apply  in  the  same  way  to  bonds  payable  to 
bearer.  There  is  a  movement  on  foot,  however,  that  has 
for  its  object  the  establishment  of  uniformity  in  the  law  of 
the  transfer  of  shares  of  stock  and  the  {^ving  of  sobstantial 
negotiability  to  sncb  certificates.' 

'  Sunuol  P.  Goldman's  Etmdbook  of  Slock  Bxehmgt  Late*  eonteina 
the  following  trnopom  of  the  N«iw  Yoric  law  idatiog  to  the  tmufer 
of  Btooks.  JU  lie  explaina,  this  law  oonmliea  mibstantially  with  the 
Uw  prepared  b^  the  Commwrioneia  for  the  promotioD  of  uniformity 
vt  legUation  in  the  United  States,  and  is  a  reoognition  of  the  neceqsiqr 
(tf  having  uniform  laws  affecting  tlte  tnuufer  of  sto«^  and  the  war- 
nntiea  to  be  implied  against  pcnons  making  such  tnnsfeis. 

T^ANaFXRB  OF   CzKTinCATEB   ANn   SbAREB  OF  StOCK 

Personal  Property  Law,  Art.  VI. 

See.  1S2.    How  title  to  oertifieatea  and  ahares  may  be  transferred. 

(a)  by  delivery  of  the  certificate  indorsed  either  in  blank  or  to  a  sped- 


^_   snt  ay  suen  petaon. 

Sm.  16S.  The  powers  of  those  lacking  full  lepd  aq>acity  and  of 
fiduciaries  ate  not  enlarged. 

Sec.  IM.  Corporationa  an  not  prevented  from  treating  the  lat- 
istcnd  holder  of  shuee  as  owner  in  regard  to  dividoids,  voting,  ca& 


wit,  not  written  on  the  oertificate. 

See.  166.  Tlie  delivery  is  effectual  although  by  one  having  no  ri^t 
of  posaesBion  or  authority  from  the  owner  of  the  oertificate. 

Sec.  167,  The  endorsement  is  effectual  in  spite  of  fraud,  dureea, 
misteke,  revocation,  death,  incapacity,  or  lock  of  oonaideration  or 
authority. 

Sea.  168.  RescisBion  of  transfer  may  be  made  for  the  reaaoos 
mentioned  in  Sec,  167  unless  the  oertificate  has  be  n  transferred  to 
a  purchaser  for  value  without  notice,  or  in  the  case  of  waiver  or 
laotes  by  the  injured  part;r. 

See.  169.  ResoiaBion  of  the  transfer  of  a  cwtifioate  does  not  invali- 
date Bubaequent  tmnrfer  by  Iransfwee  in  poaession  to  purchaaer  for 
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Uu  of  Setedied  AidgmiM&ti. — Assignment  of  a  stock 
certificate  upon  its  reverse  is  not  obligatory  in  order  to 
make  the  certificate  a  good  delivery.  Instead,  a  so-called 
"detached  assignment"  may  be  osed,  which,  if  properly 
acknowledged  and  if  accompanying  an  unsigned  deliver- 
able certificate,  will  remain  in  force  permanently.  In  form 
this  detached  assignment  is  identical  with  the  one  fonnd  od 
the  reverse  of  a  stock  certificate,  except,  that,  since  it  is 
a  separate  paper,  it  must  include  an  exact  description  of 
the  stock  certificate  to  which  it  refers. 

Under  various  circumstances  the  use  of  a  detached  aa- 
dgnment  is  preferable  to  the  signing  of  the  stock  power 


8m,  170.  Deliveiy  of  an  unendoraMl  ovtifioftta.  with  intent  to 
tanrfer  it,  iiopoaeB  Mi  obligation  to  indone  it  tq>on  the  pcnoB  '"■^•"i 
the  delivery. 

Sec.  171.  An  ineffectual  attempt  to  tis&rfer.aniounta  to  a  promin 
to  (nnafB. 

Soc.  172.  Wanantka— On  tlie  tnnrfv  nt  Btoek  the  law  impliH 
oertain  wamuties.  They  are  (a)  that  the  eerliAe&t«  m  nnuine,  (b) 
that  the  tranaferor  hai  ^  legal  r^t  to  traiufer  it.  and  (e)  that  he  doM 
not  know  of  wv  fact  impairing  lU  validity. 

Sec.  173.  The  holder  for  aecurity  of  a  oertifioate  demanduig  pay^ 
Dwnt  of  the  debt  for  which  it  ia  security  does  not  warrant  ita  genuine- 

Seo.  174.  No  attachment  or  levy  upon  Bharaa  ahall  be  valid  iinVai 
the  certificate  ia  leiMd  or  Burren<teied  or  trauafer  enjoined  by  the 
bolder. 

See.  175.  A  creditor  ia  entitled  to  the  nme  aid  from  the  courta 
in  reaching  certificate  owned  by  hie  debtor  u  in  the  caee  of  propoty 
not  readily  attached  or  levied  upon  by  ordinary  prooeae. 

Seo.  176.  No  corporation  snail  bave  a  lien  upon  aharea  of  atock 
repraaentcd  by  a  certificate,  nor  natrict  the  timnafer  of  it*  atock  by 
any  by-law  or  otherwise,  unlev  corporation's  right  to  such  lien  or 
rwtriction  ia  stated  upon  the  certificate. 

Sec.  177.  The  alteration  of  the  certificate  whether  fraudulent  or 
not  does  not  divest  the  owner's  title  to  the  aharca,  orifpnall^  held, 
and  he  can  tnuufer  good  title  to  the  oMlificste  and  the  shares  originally 
represuntod  thereby. 

Dec.  178.  The  court,  in  a  proceeding  brought  for  that  puipoM^ 
may  order  a  corporation  to  issue  a  new  certineate,  in  place  of  one 
lost  or  deatniyed  upon  the  giving  of  a  proper  bond.  The  oorporatioo 
is  not  released  from  liabilitv  to  a  purchaser  for  value  and  io  good 
faith  of  ari|iiial  oortifiaate,  who  had  no  ootioe  of  the  pnoMdinp. 
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on  the  reverse  at  the  certificate  itaelf.  Thxu,  when  sending 
Btoek  certificateB  through  the  mails  oninsared,  it  is  highly 
important  that  the  same  be  not  as^gned  in  order  to  avoid 
loss  through  posrible  wrongfol  conversion.  Yet  the  holder 
of  the  certificate  may  wish  the  addressee  to  receive  it  in 
deliverable  form.  This  can  be  accomplished  by  sending  the 
unsigned  certificate  in  one  enclosure,  and  a  properly  exe- 
cuted detached  aadgnment,  explicitly  describing  the  partic- 
ular stock,  in  another.  Upcm  receipt  of  both  enclosares, 
the  addteesee  will  be  in  podtion  to  transfer  the  security 
or  to  deposit  it  as  collateral  for  a  loazL  Should  one  of  the 
^icloBores  be  lost,  however,  no  particular  harm  results 
since  the  detached  assignment  is  valueless  without  the  cer- 
tificate to  which  it  refers.  Similarly,  the  stock  certificate 
is  unavailable  for  wrongful  use  since  it  is  not  signed. 

Detached  assignments  are  also  used  generaUy  when 
stock  certificates  are  deposited  as  collateral  Upon  re- 
payment of  the  loan  the  lender  will  return  to  the  bor- 
rower, both  the  certificate  and  its  accompanying  detached 
asngnment,  which  latter  paper  may  then  be  destroyed. 
The  borrower  has  thus  succeeded  in  giving  the  lender  full 
control  over  the  certificate  during  the  life  of  the  loan 
through  an  actual  as^piment,  and  upon  repayment  baa 
had  his  certificate  returned  to  him  in  unsigned  form. 
Needless  to  say,  owners  of  stock  should  never  expose 
themselves  to  the  danger  connected  wi(h  the  assignment 
of  stock  certificates  before  they  are  actually  ready  to 
part  with  the  title  thereto.  Accordingly,  whenever  de- 
positing a  stock  certificate  as  collateral,  or  when  leaving 
it  for  sale  at  S(nne  fixed  price,  a  detached  aamgnment  should 
be  used.  The  loan  will  be  repaid  and  the  collateral  re- 
turned, while  the  contemplated  sale  of  the  certificate  m^ 
never  be  effected.  By  destn^ing  the  detached  assigmnent, 
the  owner  will  always  have  a  "clean"  certificate,  irrespect- 
ive of  the  number  of  times  it  may  have  been  deposited  as 
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eoIlatea:«l  or  left  vitb  the  hroket  for  sale.  On  the  oontraiy, 
if  the  reverse  of  the  certificate  js  once  signed,  the  owner 
will  remain  exposed  to  the  danger  connected  with  posnble 
loss  of  the  certificate  and  wrongful  nse  thereof  l^  an  on- 
Bcmpnloas  finder. 

Rnlea  Belating  to  the  Aulgnment,  Truufer,  and  Regis- 
tration of  Stock. — The  requirements  that  transfer  ofBces 
insist  upon,  preliminary  to  transferring  title  to  stock  certi- 
ficates, differ  materially  with  different  corporations.  But 
whatever  tlie  requirements  may  be,  transfer  agents  are 
obliged  to  act  with  such  care  that  the  regulations  of  cor- 
porations are  often  regarded  as  minecessarily  technicaL 
The  extreme  care  exercised  is  doe  to  the  liability  that  may 
fall  upon  the  corporation  if  it  does  not  fully  satis^  itself 
of  the  genuineness  of  the  power  to  transfer.  In  transfer- 
ring securities  the  corporation  acta  on  its  own  respond- 
bility.  It  assumes  the  risk  of  being  misled  by  forgery  or 
fraud  and  cannot  claim,  as  against  the  rights  of  the  true 
owner  of  the  stock,  that  it  has  acted  with  due  care  and  in 
good  faith  upon  what  it  considered  to  be  genuine  author- 
ity. It  is  for  this  reason,  as  wilt  be  pointed  out  later,  that 
corporations  find  very  valuable  the  practice  of  having 
brokers  guarantee  signatures  to  assignments  and  powers 
of  attorney. 

To  he  a  good  delivery  the  assignment  of  the  stock  must 
not  only  comply  with  the  requirements  of  the  Exchange 
but  must  be  in  strict  accordance  with  the  face  of  the  certi- 
ficate, tliat  is,  if  the  stock  stands  in  the  name  of  "John 
Henry  Smith,"  it  must  be  assigned  by  John  H^M^Smith, 
and  all  abbreviationB,  alterations,  and  enlargements  most 
be  avoided.*    Irregularities,  resulting  from  a  failure  to 


■  Tha  iMignprimt  torm  requind  by  the  New  Yotk  Stodi  I _^ 

upon  Um  revana  of  a  cMnific*t«  of  atock  ooDtaina  the  (oUowiBg: 
"  Notice:  TIm  aignatUTe  to  thia  -— ■t"™"*  oiuat  oana^mad  wiui 
the  nama  la  writtoi  upoa  tlw  faea  o(  toa  oerti&oata  la  vnay  p«»*i— itf- 
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comply  with  thb  mle,  can  only  be  elimiziated  b;  transfer^ 
ring  the  stock  into  deliverable  form.  The  same  sitTiation 
is  also  OGCasioiied  it  clients,  in  sending  stock  to  tbdr 
broker,  shoold  aamgn  it  to  him,  instead  of  only  filling  in 
the  broker's  name  in  the  proper  space  that  provides  for 
the  appointment  of  an  attorney,  and  leaving  all  other 
q>aces  blank  except  those  for  the  date,  signature,  and 
witness.  Should  the  broker  have  the  stock  assigned  to 
him  by  his  client,  he  can  only  pat  the  stock  into  deliver- 
able form  by  first  transferring  it  to  his  own  name. 

Varions  other  roles  deserve  special  mention  becaase  of 
their  frequent  application.  Thus  if  a  married  woman 
assigns  a  stock  eertificste,  it  is  nsoally  a  good  delivery  only 
when  a  joint  aeknowledgm^it  of  an  execntiou  of  assignment 
has  been  made  by  the  husband  and  wife  before  a  notary 
pnblic.  Sometimes  acknowledgment  of  an  assignment  be- 
fore a  notary  public  is  also  required  in  the  case  of  stock 
standing  in  the  name  of  an  onmarried  woman  withoat  the 
prefix  "Miss,"  or  in  the  name  of  a  widow.  Socb  notarial 
acknowledgment,  however,  is  not  required  when  the  stock 
stands  in  the  name  of  an  unmarried  woman  with  the  pre- 
fix "Hiss,"  and  when  signed  "Hiss."  Irregular  asmgn- 
ments  in  the  foregoing  respects  again  mean  that  the  stock 
can  only  be  put  in  deliverable  form  by  first  transferring 
the  same  on  the  books  of  the  corporation,  nsnally  in  the 
name  of  the  broker. 

If  the  stock  stands  in  the  name  of  a  trustee  or  tms- 


withoot  aH«staons  or  enlannmait  or  ai^  DhaugB  wfastavsr."  H.  S. 
Mftrtin  in  Tka  Nw  York  Stock  BxtAmge  atatea:  "  S  a  oertificate 
of  stock  haa  been  made  out  bv  the  Company  to  s  wrong  name  (audi 
M  a  mimMlliuK,  wrong  initiala,  eto.)  the  Companjr  mnat  oorreet  the 
•■••ne  on  the  taoe  of  the  certificate,  by  writing  in  '  correct  name 

,'  and  thia  atAtement  moat  be  aigned 

the  tnnafer  agent  who  oerti&ed  to  the  name  aa  wiginally  fillea  in. 
_ning  the  name  aa  wnn^  fiHed  in,  then  propecfr,  only  makes  a 
eartifioate  iu»-deliTenble;  and  a  guaran^  by  a  broker  that  the 
no  and  iha  aame  penon  uitt  nm  chm  iMt  dtJtH," 
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tees,  the  assigiinient,  whieli  nmst  be  executed  b7  the  tnu- 
tee,  must  be  ftccompuiied  by  either  the  original  or  a  certi- 
fied copy  of  the  iostrnment  under  which  the  tnutee  ia 
acting.  If  standing  in  the  name  of  a  deceased  permn,  or 
the  estate  of  a  deceased  person,  it  is  costomary  to  require 
(1)  that  the  assignment  be  executed  by  the  administrator 
or  executor  and  that  a  certificate  of  their  appointment,  of  a 
reasonably  recent  date,  together  with  all  necessary  papers 
to  show  the  consent  of  certain  state  departments  where 
this  is  necessary,  be  filed  with  the  transfer  agent ;  and  (2) 
that  in  case  of  transfer  with  the  will  annexed,  a  certified 
copy  of  the  will  be  submitted.  Furthermore,  a  transfer  by 
an  executor  to  himself  individually  will  only  be  recognized 
on  the  conditions  that  the  will  shows  that  he  is  a  residuary 
legatee;  that  it  appears  by  afBdavlt  of  the  executor  that 
all  legacies  claimed  against  the  decedent  and  his  estate 
have  been  fully  paid  with  a  balance  of  the  assets  suffi- 
ciently large  to  pay  all  remaining  expenses  of  administra- 
tion ;  and  that  the  transfer  has  bees  specifically  authorized 
by  the  proper  court 

In  the  case  of  stocks  standing  in  the  name  of  corpora- 
tions or  institations,  the  assignment  must  be  executed  by  a 
duly  authorized  official  of  such  corporation  or  institution 
and  must  be  accompanied  by  certain  evidence  of  the  au- 
thority  of  such  official  to  make  the  as^gnment  This 
evidence  usually  consists  of  an  abstract  from  the  minutes 
of  a  meeting  of  the  board  of  directors  or  trustees  setting 
forth  that  at  a  specified  meeting  the  board,  which  has 
full  power  to  sell  or  direct  the  transfer  of  any  shares  of 
the  stock  owned  by  the  corporation,  has : 

BESOLVED,  That Ktme  of  OfficuU be. 

and  hereby  is,  authorized  and  empowered  to  sell,  a 

and  transfer  and  set  over  onto 

shares  of  the 
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stock  of  tlie Ctmpsaj  and  in 

the  name  of  tliis  Ckonpany,  as  otherwjae,  to  ezecnte  and 
to  deliver  all  the  papers  neeesBaiy  for  that  pnrpoae; 
and  further 

RESOLVED,  That  the  Secretary  of  this  Company 
be,  and  hereby  he  is,  aathorized  and  directed  to  affix 
the  seal  of  this  corporatitm  to  any  papers  executed  in 
ptusoance  of  the  foregoing  resolution  and  to  attest  the 
aama 

The  onderrigned  hereby  certifies  that  the  foregoing 
is  a  tme  and  cornet  copy  of  resolntiona  adopted  at  a 

meeting  of  the  Board  of  Directors  of  the 

Company  duly  held  on  the day  of 

19 

Dated > 


If  the  foregoing  resolution  ia  a  general  one  for  ttse  at 
ai^  time,  certification  most  be  made  by  the  secretary  of  the 
corporation  to  the  effect  that  the  resolution  is  in  force 
at  the  time  of  making  the  transfer,  ^milarly,  if  the  trans- 
fer of  securities  is  authorized  by  a  by-law,  the  secretary 
must  furnish  a  copy  properly  attested  as  being  in  force  at 
the  time  of  the  desired  transfer,  and  the  assignment  must 
be  acknowledged  before  a  notary  public  according  to  a 
prescribed  form,  and  must  have  impressed  on  it  the  seal 
of  the  corporation. 

Guaranty  of  Signatures  by  Brokan. — ^In  view  of  the 
great  care  that,  as  already  explained,  corporations  most 
exercise  in  transferring  the  title  to  stock  certificates,  both 
the  corporation  and  the  investing  public  have  been  re- 
lieved of  much  inconvenience  by  the  practice  of  having 
brokers  guarantee  the  execution  of  assignments  on  securi- 
ties. In  view  of  the  broker's  responsibility  in  connection 
with  such  guarantees  it  is  important  that  he  should  be 
sure  of  the  genuineness  of  signatures.  Hence,  where  se- 
curities  are  sent  to  brokers,  it  is  important  that  the  repre- 
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KDUtive  ■hipping  them  should  place  his  signatnre  apoa 
the  Mstpimejit  as  a  second  witness  unless  it  already  ap- 
pears as  the  ori^nsl  witness.  If  the  representative  is  not 
certain  of  the  genuineness  of  the  Bignatnre,  the  asmgnment 
ahould  be  acknowledged  before  a  notary  public  or  guar- 
antood  by  some  prominent  financial  institutioii. 

Tmatming  of  Stoek  ninstrated. — In  illostrating  the 
prooflBS  of  effecting  a  transfer  of  the  title  to  stock  let  os 
amua«  that  "A,"  the  owner  of  100  shares  of  Pennayl- 
wila  Railroad  stock,  has  the  same  sold  throogh  brokerage 
flnn  *'X"  on  the  New  York  Stock  Exchange,  and  that 
the  shares  are  purchased  by  firm  "Y"  for  costomer  "B". 
Lvt  \M  also  assume  that  "B"  instructs  "T"  to  have  the 
•took  transferred  to  his  name,  and  thaf'T"  requests 
tloltwry  by  certificate  and  not  by  transfer.  While  it  does 
not  always  happen,  owing  to  the  system  of  clearing  trans- 
ai^tlitna  already  explained,  tliat  in  transactions  involving 
avtlw  •M'uritiM  like  Pennsylvania  Bailroad  stock  the 
a^lttMt  brxtkvr  deliT^rs  tiie  shares  to  the  broker  who  pnr- 
«KaMHl  fnun  Mm.  it  is  assumed  in  our  illastratioa  that 
MM<h  is  lh<»  w9«<  and  that  "Y**  eaUs  upon  "X"  ftr  de- 
Hvwy  by  wMirtoat*. 

V\^)Kwiivit  tW  sale  "A"  will  detiw  to  "X"  dia 
«<i«HtIt<(«t«>  ((\r  1tX>  jJtaTMi  assipH^  in  blank  by  lim  and 
vctlh  lW  ximtaiure  «i  a  wi:n<«s  radotaed  thovoB.  If 
"AV"  «^f:M>mr*  »  k»<>«n  u»  6xm  "X"  am  aapkijw  of 
tKal  ftnrw  «i)l  vtliHvs  tW  si^^ainTV:  aadL  if  Mt,  tke  itrm 
«MuM  Jwrntt  nj>i\n  tb<»  t«(i>atttT«  <\f  a  vitSMaa  kawvB  to  it 
a»  wf^l  M  ".V."  ,•*  «\st>a  Tv^-aiK  !*•!  iW  awWmkitj 
«>4  lW  Mcn«l«rv  Sr  <>f^>^M  ^^  a  TKCazy  jntSt  or  an 

Wt^tvvfl  tt  VKTwiRmT^  t1.^  luiY  iV  jafTittrcrt  <if  tW  ngteovd 
W>.*.\T'  t«*?>»«r«sl  \x  «  w>rtn>««-  /if  iV  S«^  Tort  Stack 
Vv.-'>«t^y  ,ST  l\j   a  »«kW-  M  Kmit  izm.  »ti(ice<d«d  tke 
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thus  gaanmtoeii^  the  signatare  most  be  registered  as 
doing  bosinesB  in  the  Borough  of  Manhattan.  Some  mem- 
ber of  firm  "X"  will,  therefore,  endorse  a  goarantee  of 
"A'b"  s^nature  npon  the  certificate,  which  will  then, 
■apon  the  bnsiueBs  day  following  the  sale,  be  delivered  to 
"T"  with  a  bill  of  sale  to  whieh  any  existing  transfer  tax 
is  attached. 

"T"  having  now  received  the  stock  certificate  with  the 
bill  of  sale  attached,  will  send  it  to  the  office  of  the  trans- 
fer agent  for  Pennsylvania  Bailroad  Stock  with  instmc- 
tions  that  a  new  certificate  be  made  ont  in  the  name 
of  "B."  Upon  the  delivery  of  the  certificate  of  stock 
to  the  transfer  office  "T"  will  receive  a  receipt  therefor. 
The  transfer  clerk  "will,  as  soon  as  possible,  make  the 
proper  entries  npon  the  transfer  book  and  stock  ledger; 
and,  after  canceling  the  old  certificate  and  the  transfer 
tax  stamps,  will  issne  a  new  certificate  for  100  shares  in 
the  name  of  "B,"  which  will  be  properly  signed  by  the 
transfer  clerk  and  the  registrar.  Broker  "T"  will  next 
exchange  the  receipt  received  from  the  transfer  office 
when  the  stock  was  deposit^  for  the  new  certificate 
standing  in  the  name  of  his  client.  In  this  connection  it  is 
important  to  note  that  it  is  essential  to  have  "T"  receive 
payment  in  full  from  "B"  before  having  the  shares  trans- 
ferred to  his  name.  Althoagh  "T"  may  retain  the  certif* 
icate  following  its  transfer  to  the  name  of  "B,"  the 
latter  npon  the  effecting  of  the  transfer  is  regarded  as 
the  owner  by  the  corporation,  and  it  might  be  difficult  to 
obtain  legally  the  payment  of  any  balance  dne  i^on  the 
stock  in  the  event  of  "B's*'  death  or  in  case  of  attempted 
fraod.  In  case  "A"  had  filled  in  the  name  of  "X"  as  his 
attorney  in  the  blank  form  reserved  for  that  pnrpose, 
"X"  wonld  have  signed  a  power  of  substitution  (snbsti- 
tating  "  Y")  and  wonld  have  delivered  this  with  the  stock 
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certificate,  which  in  torn  would  Iiave  been  sent  with  the 
stock  by  "T"  to  tlie  transfer  office. 

If  in  the  above  illustradon  both  "A"  and  "B"  lire 
ODtnde  of  New  Toric  and  if  shipment  of  the  sUxi  ia  neo»- 
Bary,  the  following  precsationary  measnres,  in  addition  to 
the  proper  witnessing  of  the  mgnatnre,  conld  be  adopted 
by  the  brokerage  firms  to  eliminate  the  possibility  of  los- 
ing money  through  fraud,  unnecessary  expense,  or  the 
loss  of  the  cerdficste.  In  the  first  place  "A"  might  ship 
the  stock  to  his  broker  "X"  by  registered  mail,  nninsored. 
If  this  method  is  pursued,  "A"  may  either  sign  the  stock 
and  after  the  word  "appoint"  in  the  power  of  attorney 
fill  in  the  name  of  "X,"  or  he  may  ship  the  stock  unsigned 
and  send  a  detached  power  of  attorney,  appointing  "X" 
as  his  attorney,  under  separate  cover.  The  loss  of  tither 
the  certificate  or  the  detached  power  of  attorney  would 
involve  no  risk  since  a  transfer  cannot  be  effected  without 
the  delivery  of  both  to  the  transfer  office.  Either  of  the 
afore-mentioned  methods  is  safe  since  the  certificate  can 
be  transferred  only  by  the  endorsement  of  firm  "X." 
Insuring  the  stock  against  loss  would  afford  still  greater 
safety,  but  this  method  frequently  proves  difficolt  to  per- 
sons living  in  small  towns,  and  often  involves  delay  as  well 
as  extra  expense.  "T,"  on  the  other  hand,  will  send  the 
stock  to  "B"  by  registered  mail,  and  insurance  is  unneces- 
sary since  the  stock  stands  in  "B's"  name  and  cannot  be 
negotiated,  except  through  forgery,  without  his  signature. 

Lastly,  let  us  assume  that  "B"  had  occasion,  shortly 
after  its  purchase  and  before  any  transfer  of  the  stock 
occurred,  to  resell  the  same  through  firm  "T"  to  a  cos- 
tomer  "C,"  and  that  "Z,"  the  broker  for  "C,"  asks  for 
delivery  by  certificate  and  receives  instructions  from  "C" 
to  have  the  shares  transferred  to  his  name.  Here  it  would 
be  convenient  to  have  the  stock  transferred  directly  from 
"A"  to  "C."    This  can  easily  be  done  since  "T,"  having 
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nedrod  the  stock  endorsed  b;  "A"  anid  «Uh  the  dgna- 
ture  guaranteed  by  "X,"  can  deliver  it  to  broker  "Z" 
witkont  additional  papers,  who  can  tken  have  it  trans- 
ferred on  the  books  of  tke  corporation  to  the  name  of  hia 
client.  If,  however,  the  stock  has  been  endorsed  in  a 
manner  requiring  the  substitution  of  attorneys,  and  if 
"X"  has  placed  the -name  of  "Y"  in  snch  power  instead 
of  leaving  it  blank,  "T"  must  sign  another  power  of  snb- 
stitntion,  either  filling  in  the  name  of  "Z"  or  leaving  it 
blank.  This  power  of  anbstitation  "y"  would  deliver  to 
"Z"  with  the  stock  and  the  power  of  attorney  ngned  by 
"X."  In  fflther  case  "Z"  woold  sign  a  blank  power  of 
attorney  and  send  it  to  the  transfer  office  with  instroctions 
to  have  the  title  to  the  shares  transferred  from  "A" 
to  "C." 

Method  vi  Effeeting  Transfer  of  Stock  by  Oorparatlons. 
— Various  methods  are  tued  by  different  corporations  in 
transferring  stock,  and  the  following  plan,  representing 
the  system  used  by  one  of  America's  largest  raOroad  cor- 
porations, ifl  typical  of  the  general  practice.  The  certifi* 
eates  are  kept  in  the  cnstody  of  some  demgnated  official, 
and  are  either  kept  in  a  volume  with  a  stab  for  each  certi- 
ficate, which  bears  the  essential  facts  concerning  the  certi- 
ficate, or  are  held  detached  from  the  stub,  in  which  case 
upon  their  issuance  the  stab  is  filled  out.  In  other  ease^ 
i^en  a  new  certificate  is  issued  to  the  buyer,  the  old  cer- 
tificate is  canceled  by  the  company  and  is  attached  to  its 
original  stub. 

"Wben  the  stock  certificate  and  power  of  attorney  are 
presented  to  the  transfer  office,  the  rignatnre  having  been 
goaranteed  by  the  broker,  the  transaction  is  first  entered 
on  the  transfer  hook.  This  is  usually  a  looee-leaf  hook, 
each  leaf  containing  columns  indicating  the  name  of  the 
stockholder,  the  mgnature  of  the  attorney,  the  number  of 
the  certificate  surrendered,  the  nomber  of  sharea  sarren- 
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dered,  the  name  and  address  of  the  transferee^  and  the  tinm- 
ber  of  the  new  certificate  issaed.  The  saoceanve  tnuudera 
are  entered  one  after  another,  and  the  book  is  one  of 
original  entry  from  which  postings  are  made  to  the  stock 
ledger,  which  shows  at  any  time  the  total  ntunber  of 
shares  belonging  to  any  particular  owner,  the  persoo 
transferring  the  stock  being  debited  with  the  stock  trana- 
ferrcd  and  the  transferee  being  credited.  The  stock  ledger 
contains  the  information  required  by  the  registrar  who 
signs  the  new  certificate  after  having  satisfied  himself  that 
the  old  one  has  been  canceled  and  that  the  name  on  the 
new  certificate  is  that  of  the  owner  of  record.  The  trans- 
actions recorded  in  the  "stock  register"  are  continnotis, 
the  successive  registrations  being  entered  one  after  on- 
other.  Any  special  facts  connected  with  the  registration, 
such  as,  for  example,  the  substitution  of  a  new  certificate 
for  a  lost  one,  are  indicated  in  the  register. 

Beplaoement  of  New  for  Lost  OertifleateB. — When  certi- 
ficates of  stock  are  lost,  their  replacement  is  attended  with 
much  inconvenience  and  some  expense.  Before  a  new  cer- 
tificate is  issued  to  the  loser,  a  corporate  Indemnity  bond 
is  usually  required  by  the  corporation,  to  an  amount  con- 
siderably in  excess,  usually  at  least  double  the  amount, 
of  the  par  value  of  the  shares  represented  by  the  lost  or 
destroyed  certificate,  as  a  protection  against  any  loss  or 
damage  that  may  arise  from  the  issuance  of  the  new  certi- 
ficate. This  surety'  bond,  the  cost  of  which  varies  with  the 
conditions  surrounding  the  loss,  is  a  protection  to  the  cor- 
poration against  the  future  appearance  and  wrongful  con- 
version of  the  lost  certificate.  Advertisement  of  the  losi 
of  the  shares  must  also  be  made  in  accordance  with  the 
demands  of  the  corporation,  —  usually  once  a  week  for 
tour  weeks  —  in  some  designated  newspaper,  and  proof 
of  HOcb  advertisement  must  be  furnished  to  some  desig- 
nated authority  of  the  corporation. 
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CHAPTER  XVI 

CONVERSION  OF  SECURITIES 

Dsflnition  and  Extent — Convertible  secmitiec,  oom- 
monly  known  by  the  term  "convertibles,"  have  been  de- 
fined as  "bonda,  stocks  or  notes  which,  at  the  option  of 
the  holder,  are  exchangeable  under  certain  conditions  and 
at  some  time — ^present  or  future — for  some  other  secnii- 
ties  issQcd  —  osually,  bat  not  always  —  by  the  same  eor^ 
poration.'"  At  a  recent  date  the  total  outstanding  liva 
issues  of  such  securities  in  the  United  States,  exclusive 
of  Government  bonds,  were  shown  to  amount  to  aboat 
$1,500,000,000  par  value.  Of  this  total,  bonds  convertible 
into  stock  represented  nearly  80  per  cent,  while  notes  con- 
vertible into  bonds,  and  stocks  convertible  into  other 
stocks,  represented  approximatdy  11  and  9  per  cent,  re- 
spectively. 

Principal  Gondttions  Ooveming  the  Oonveriion  Prir- 
ilaga. — Oar  limited  space  forbids  an  explanation  of  the 
numerous  conditions  governing  the  conversion  privilege 
that  are  disclosed  by  an  examination  of  the  nomeroas  out- 
standing issues  of  convertibles.  Not  only  has  the  conver- 
sion privilege  been  extended  to  practically  all  kinds  of 
securities,  but  the  conditions  under  which  the  privilege 
can  be  exercised  present  the  greatest  possible  variety, 
there  being  few  issues  out  of  the  many  in  existence  that 
are  just  alike  in  this  respect.    Suffice  it  to  say  that  saeh 

■  Mootflomery  Rotlina,  "  Ctmyertible  Bonds  Mid  Stoeks "  In 
"Stocks  and  Um  Stock  Mukot,'  Amal*  qf  Anuriom  Aentot^  of 
PoUtkoI  mtd  Social  Sdmet.  Mar,  1»10,  p.  97. 
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Beenrities,  in  the  cose  of  bonds,  nsoally  stipiilate  the  fol- 
lowing with  respect  to  the  conveision  privilege : 

1.  A  statement  u  to  the  price  st  which  the  issue  may 
be  converted ;  and,  where  the  issue  converts  at  a  price  that 
leaves  fractional  shares,  an  agreement  as  to  the  method  of 
adjusting  such  fractions. 

2.  A  statement  as  to  the  time  when  conversion  may  be 
effected.  Frequently  the  privilege  begins  with  the  is- 
Boance  and  extends  thrcmghoat  the  life  of  the  bond.  At 
other  times  it  does  not  become  operative  ontil  some  fatnre 
date,  and  in  still  other  instances  may  exist  only  for  a  lim- 
ited period. 

3.  A  statement  to  the  effect  that  at  the  time  of  conver- 
sion the  company  will  allow  accrued  interest  to  the  holder 
of  the  bond  and  charge  him  with  the  accraed  dividend  at 
the  current  rato  on  the  stock  into  which  the  bond  is  con- 
verted, the  difference,  if  any,  to  be  paid  in  cash  by  one 
party  or  the  other.  Usually  interest  and  dividend-paying 
dates  are  made  to  coincide.  Sometimea,  however,  corpora- 
tions differ  in  respect  to  the  fixing  of  the  time  from  which 
the  accrued  dividend  is  computed,  some  fixing  this  time 
from  the  date  of  the  last  payment,  others  from  the  date 
when  the  dividend  was  last  declared,  etc. 

4.  A  statement  reserving  to  the  corporation  the  right 
to  call  the  bond  for  redemption  prior  to  its  maturity.  This 
redemption  feature  is  frequently  of  the  greatest  impor- 
tance, since  redemption  of  the  bonds  by  the  company  may 
deprive  the  holder  of  a  valuable  conversion  privilege.  But, 
as  a  rule,  conversion  may  be  effected  up  to  or  within  a  stip- 
ulated numbo*  of  days  prior  to  the  date  named  for  pig- 
ment in  case  the  company  exercises  the  right  of  redemp- 
tion. 

Oonditions  Prompting  the  Issuance  of  Convertibles. — 
Various  conditions  may  exist  that  will  make  the  issuance 
of  convertible  bonds  attractive.    Besides  securing  such 
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bonds  both  as  to  principal  and  interest,  eorpor&tion>  can 
make  them  speculatiTel;  attractive  to  the  prospectiTe  pm^ 
chaser  by  including  the  conversion  privilege.  The  holder 
of  the  bonds  has  the  asHoranee  that,  if  well  secored,  the 
price  of  the  bond  will  not  fall  mach  below  its  investment 
worth,  and  at  the  same  time  is  made  to  feel  that  he  might 
possibly  obtain  a  large  profit  through  conversion  if  the 
stock  should  rise  much  above  the  convermon  price.  When, 
therefore,  some  years  ago,  many  large  corporationa  found 
themselves  in  great  need  of  additional  funds  for  the  flnr 
ancing  of  necessary  improvements,  they  resorted  to  the 
issuance  of  convertibles  with  the  hope  that  the  speculative 
feature,  which  the  convertible  plan  offers,  would  serve  as 
an  inducement  to  the  investing  public.  In  thus  recognis- 
ing the  speculative  feature  of  convertibles  the  companies 
were  not  mistaken,  because  huge  issues  of  such  secnritlea 
were  successfully  floated  at  prices  and  at  interest  rates 
that  possibly  could  not  have  been  realized  by  any  other 
method. 

In  the  issuance  of  convertibles,  however,  some  eompa- 
nies  had  in  mind  principally  the  rednetion  of  their  fixed 
interest  charges,  which  would  ultimately  take  place 
through  the  converaon  of  the  bonds  into  stock.  Other 
managements,  when  issuing  aach  securities,  were  actuated 
chiefly  by  a  desire  to  retain  control  of  the  stock  at  a  time 
when  they  were  unable  or  not  disposed  to  purchase  enough 
of  any  new  stock  issne  to  maintain  such  eontroL  Al- 
though  the  sale  of  convertible  bonds  represented  a  "pres- 
ent sale  of  'future  stock,"  the  voting  power  would  not 
accrue  until  after  conversion  bad  taken  place,  and  by  the 
terms  of  the  bond  the  right  to  exercise  the  convertible 
feature  could  be  postponed  mitU  some  distant  future 
date.  An  increased  issue  of  stock  to  raise  needed  funds, 
on  the  other  hand,  might  have  endangered  the  control  of 
the  corporation  by  the  existing  management.   Again,  vari- 
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ODS  corporations  did  not  care  to  work  a  hardahip  i^on 
their  stockholders  by  tmdnly  depressing  the  price  of  their 
shares  throngh  the  issuance  of  a  large  additional  amoont 
of  stock.  Instead,  by  issoing  convertible  bonds,  especially 
where  the  converrion  date  is  postponed  for  years  to  come, 
the  company  conld  not  only  finance  itself  at  a  rate  of 
interest  lower  than  thtf  current  dividend  on  its  stock,  bat 
wonld'  have  the  assurance  that  its  fixed  charges  would 
ultimately  decrease  or  disappear  when  the  conversion 
privilege  became  operative.  In  the  meantime,  a  postponed 
at  gradual  convrasion  of  the  bonds  would  not  affect  the 
price  of  the  shares  nearly  so  much  as  wonld  an  immediate 
increase  in  the  stock  itself. 

Prioe  Kovement  of  Oonrerttblfla. — As  the  quotation  of 
the  stock  into  which  the  bond  may  be  converted  rises 
above  its  exchangeable  price,  the  price  of  the  bond  will 
move  in  sympathy.  Thus,  the  Union  Pacific  Bailroad 
Company's  convertible  4  per  cent  bonds,  due  Jnly  1, 1927, 
were  exchangeable  at  par  for  the  company's  stock  at  175 
any  time  before  July  1,  1917.  When  the  two  secnrities 
were  quoted  at  these  prices,  disregarding  all  accrued  inter- 
est and  dividends,  no  profit  was  obtained  by  converting. 
If,  however,  the  price  of  the  stock  rose  above  175  the  con- 
version privilege  became  valuable,  and  the  price  of  the 
bond  would  also  rise,  reflecting  this  value.  Thus  when,  in 
1909,  the  stock  rose  to  219,  the  bond  at  one  time  sold  at 
124^,  or  very  considerably  in  excess  of  its  intrinno  worth 
as  an  investment  at  four  per  cent.  But  if  the  stock  into 
which  the  bond  is  convertible  should  sell  much  below  its 
exchangeable  price,  the  value  of  the  bond  must  be  judged 
from  the  standpoint  of  its  worth  as  an  investment  and  its 
price  will  not  reflect  sympathetically  the  decline  in  the 
price  of  the  stock.  When  Union  Pacific  stock  sold  during 
the  panic  of  1907  as  low  as  100,  the  bonds  at  no  time  sold 
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under  78%,  although,  if  their  price  aetion  had  been  en- 
tirely STtnpathetic,  they  should  have  declined  to  S7.14. 

In  TariouB  issues  of  convertible  bonds,  however,  the  eon- 
version  privilege  does  not  become  effective  until  some 
future  date.    Under  snch  conditions,  as  Rollins  explains  :* 

"There  is  a  mailed  diflo^nce  in  the  price  action  upon 
the  two  classes  to  be  converted.  Under  the  latter  condi- 
tions, the  sympathetic  price  control  of  the  stock  upon  the 
bonds  is  less  marked  the  more  distant  the  convernon 
period  happens  to  begin.  If  not  until  ten  or  a  dosen  years, 
the  price  of  the  stock,  however  much  above  its  exchang»- 
able  value,  will  but  little  inflaence  that  of  the  bonds;  the 
latter  following  more  their  strictly  investment  valne.  Rut, 
as  the  time  shortens,  the  effect  increases,  until  the  conver- 
sion period  begins,  when  the  price  of  the  two  seeoritles, 
if  that  of  the  stock  is  at  or  above  the  converting  point, 
most  come  together.  As  the  conditions  of  convertibility 
approach  fulfillment,  public  interest  naturally  increases, 
consequently  giving  a  greater  impetus  to  market  activity. 
It  not  infrequently  happens,  however,  when  the  conversion 
period  is  comparatively  near,  say  three  years  or  len,  that 
the  bonds  may  be  purchased  at  prices  not  in  keeping  with 
a  reasonably  sore  estimate  of  their  fottue  oonveraiim 
value." 

Mention  should  also  be  made  of  the  effect  that  the 
existence  of  a  large  issue  of  convertible  bonds  may  have 
at  times  upon  the  market  value  of  the  stock.  The  rise  of 
the  stock  to  a  point  ho  far  above  the  exchangeable  price 
as  to  net  a  considerable  profit  by  converting  the  bonds  and 
selling  the  stock  thus  obtained,  may  cause  convernon  on 
such  a  large  scale  and  a  consequent  selling  of  the  shares 
in  the  market  in  such  large  volume  as  to  depress  materiaUy 
the  price  of  the  stock.    Moreover,  an  issue  of  convertible 

*/M.,p.  IM. 
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iKOida  may  deter  an  otherwise  probable  advance  in  the 
price  of  a  stock  that  pays  dividends  greatly  in  excess  of 
the  rate  of  interest  paid  cm  the  bonds.  Ab  the  bonds, 
upon  their  conversion,  will  greatly  increase  the  outstand- 
ing issae  of  the  stock,  snch  increase,  because  the  dividend 
rate  greatly  exceeds  the  interest  rate  on  the  bonds,  will 
result  in  the  company's  profits  being  much  more  heavily 
drawn  npon. 

Bedndug  Onrrent  QnotatioBs  of  Bonds  snd  Stocks  to  a 
Oommon  Basis. — ^In  comparing  bond  and  stock  prices  it 
is  necessary  to  take  into  account  the  difference  in  the 
method  of  qnoting  the  two  types  of  securities.  Stocks  sell 
"flat,"  that  is,  the  price  inelades  the  dividend  that  has 
accrued  ednce  the  last  dividend  date.  Bonds,  on  the  other 
hand,  are  generally  quoted  "with  interest"  or  "and  in- 
terest," meaning  that  tbe'purcbaser  most  pay  the  quoted 
price  plus  the  interest  that  has  accrued  since  the  last  inter- 
est-pajong  date.  To  place  stock  and  bond  quotations  on 
the  same  basis  it  is  essential,  therefore,  to  deduct  from  the 
quotation  of  the  stock  the  accrued  dividend.  In  other 
words,  to  ascertain  bow  the  price  of  the  convertible  bond 
compares  from  the  standpoint  of  conversion  with  the  price 
of  the  stock  into  which  it  may  be  converted,  it  is  neces- 
sary to  find  the  market  worth  of  the  stock,  exclusive  of 
the  accrued  dividend,  and  thus  reduce  it  to  a  "with  in- 
terest" basis,  which  is  now  almost  universally  adopted 
throughout  America  as  the  baids  for  quoting  bonds. 

To  render  easy  the  exclusion  of  the  accrued  dividend 
from  the  current  price  of  the  stock,  so-called  "accumu- 
lated dividend  tables"  are  used,  a  sample  of  which  is 
fumisbed  on  the  opposite  page.  Such  tables  are  arranged 
in  double  columns,  representing  the  rates  of  dividend  upon 
the  different  stocks.  The  single  columns  under  each  rate 
of  dividend  are  respectively  headed  "interest  on  $100" 
and  "days,"  the  first  containing  "the  amounts  of  accn- 
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molated  dividends  expressed  is  fractions,  increasing  by 
interrala  of  %  per  cent,  which  is  the  minimnm  New  York 
Stock  Exchange  flnctoation,"  and  the  second  containing 
"the  number  of  days  at  which  (100  mast  be  at  interest 
at  the  dividend  rate  to  nearest  approximate  the  fractions 
opposite."  Thns  let  ns  assume  that  Uni<m  Pacific  <m 
April  8  sold  at  155V^,  and  that  the  preceding  dividend 
date  was  April  1.  Since  the  stock  paid  10  per  cent  divi- 
dends at  the  time  and  since  eight  days  elapsed  since  the 
last  dividend  date,  we  will  find,  by  referring  to  the  10 
per  cent  colomn  of  the  accamnlated  dividend  table  and 
opposite  number  9  in  the  column  headed,  "days,"  the 
nearest  approximation  to  eight  days,  that  ^  per  cent, 
representing  the  accumulated  dividend  for  eight  days, 
expressed  by  the  nearest  fraction  used  on  the  Exchange 
in  quoting  stock,  must  be  deducted  from  the  stock  quo- 
tation of  155^,  thus  giving  155Vi  as  the  approximate 
market  worth  of  the  stock,  exclosive  of  dividend  accrued. 
Had  82  days  elapsed  since  the  last  dividend  date,  the 
accmed  dividend  would  have  amounted  to  214  per  cent 
and  it  would  have  been  necessary  to  deduct  tUa  amount 
from  the  price  of  155^,  giving  153^4  as  the  value  of  the 
stock,  reduced  to  a  "with  interest"  basis. 

Aieartalning  the  Conversion  Equivalent In  determin- 
ing whether  conversion  is  profitable  or  not  it  is  necessary 
to  know  the  "conversion  equivalent"  —  the  prices  at 
which  the  bond  and  the  stock  must  be  quoted  to  be  on  a 
converfflon  equality — at  which  conversion  is  neither  profit- 
able nor  unprofitable.  To  illustrate,  the  convertible  four 
per  cent  bonds  of  the  Union  Pacific  Railroad  Company, 
due  July  1,  1927,  were  convertible  into  stock,  until  July  1, 
1917,*  on  the  basis  of  4175  par  value  of  bonds  for  each 

'$73,782,000  of  theae  bonds  wen  iwued.  S46,92a,77fi  of  Uw  bcouk 
w«n  oonv«rt«d  into  the  coduiidd  (tock  of  the  aompuky,  living 
•36,835,225  ouUUnding.    The  price  of  the  bond  noftd  bom  a 
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$100  par  Tslne  of  stock.  Wlien  the  bonds,  therefore, 
were  quoted  at  100  in  the  market  and  the  stock  at  175,  it 
follows  that  there  was  no  profit  in  converting,  since  one 
merely  obtained  stock  at  175  that  was  selling  at  the  same 
price.  Suppose,  however,  to  ose  the  illustration  of  BoUins, 
that  Union  Paeifie  stock  was  quoted  at  182%  on  August 
13  and  the  bonds  at  103.  Would  converrion  have  been 
profitable  at  these  pricesT  In  answering  this  questi<m 
it  is  first  necessary  to  deduct  from  the  stock  quotation  of 
182%  the  accrued  dividend  since  July  1,  the  preceding 
dividend  date.  This,  for  the  43  days  from  July  1  to  August 
13,  amounts  (to  the  nearest  %)  to  1^  per  cent,  since  the 
stock  paid  10  per  cent  annually.  Deducting  1%  from 
182%,  we  find  that  181%  represents  the  market  value  of 
the  stock  divested  of  the  accrued  dividend.  The  question 
now  is:  If  bonds  may  be  converted  into  stock  on  the  basis 
of  $175  of  bonds  to  $100  of  stock  without  any  profit,  what 
price  must  the  bonds  be  quoted  at  with  the  stock  selling 
at  181%  in  order  that  there  may  be  no  profit  in  convert- 
ing T  The  boud  conversion  equivalent  would  evidently  be 
in  the  same  proportion  to  181%  as  100  is  to  175.  We  have, 
therefore,  the  proportion  of  100  is  to  175  as  the  bond* 
converdon  price,  the  unknown  quantity,  is  to  181%.  By 
working  out  this  proportion  we  find  that  the  price  at 
which  the  bond  most  be  selling,  in  order  that  conversion 
may  be  neither  profitable  nor  unprofitable,  is  103.86.  From 
this  it  follows  that,  when  the  price  of  the  stock  rises  above 
181%  and  the  bond  remains  stationary  at  103.86,  or 
when  the  price  of  the  bond  falls  below  103.86  and 
the  stock  remains  stationary  at  181%,  it  is  profitable  to 
convert. 

miiiinmmof78}iitil90Ttoshyiof  124Umig09.  Durinsthefint 
haU  of  1921  the  prioe  hu  nngedbetiram  81  snd  86H- 
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Tlu  Um  of  OwTenton  Tablet. — ^To  render  conTenient 
the  prompt  finding  of  the  converrion  equivalent  of  any 
bond  when  the  stock  into  which  it  may  be  converted  is 
selling  at  a  certain  price,  exclnmve  of  the  accrued  divi- 
dend, so-called  "conversion  tables"  have  been  prepared 
for  the  leading  isanes  of  convertible  bonds.  These  tables, 
as  iUostrated  on  the  opposite  page,  simply  consist  of  two 
cdamns,  the  aae  headed  "price  of  stock,"  giving  the  gno- 
tationa  by  intervals  of  one-eighth,  the  mjnimnm  flnctoa- 
tion  on  the  Exchange,  and  the  other  headed  "bond  equiva- 
lent,"  giving  immediately  opposite  each  stock  quotation 
the  mathematical  equivalent  of  the  bond,  that  is,  the 
price  at  which  the  bond  must  sell,  with  the  stock  standing 
at  the  indicated  price,  in  order  that  conversion  may  be 
neither  profitable  nor  nnprofltable.  A  glance  at  the  sample 
conversion  table  on  page  261  will  show  that  when  the 
stock  was  worth  181%,  the  bond  equivalent,  found  imme- 
diately opposite  the  figure  181%,  was  103.86.  Similariy, 
if  the  bonds  were  selling  at  88.71,  the  convendon  equality 
of  the  stock  fell  to  155%,  and  if  selling  at  only  71.48  the 
conversion  equivalent  of  the  stock  correspondingly  de- 
clined to  125.  If  the  bonds,  for  example,  were  selling  at 
either  88.71  or  71.43  and  the  stock  was  quoted  sufficiently 
above  155V4  or  125  to  pay  commissions,  or  if  the  stock 
was  quoted  at  these  figures  and  the  bond  sold  sufficiently 
below  88.71  and  71.43  to  pay  commission,  a  conversion 
could  have  been  made  profitably.  Attention  should  be 
called  again,  however,  to  the  fact  that,  owing  to  the  in< 
trinsic  worth  of  the  bond  as  an  investment  at  4  per  cent 
on  par,  the  price  of  the  bond  was  not  likely  under  normal 
conditions  to  decline  to  88.71  and  71.43  when  the  stock 
dropped  to  155^4  and  125.  But  with  the  stock  worth 
181%  and  the  bonds  selling  at  103,  their  conversion  equiva- 
lent being    103.86,  converrion  conld  have   been  made 
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(Beptoduoed  in  port  Irata  Convertible  Seeuritiea  by 
Montgomei7  Rollins) 
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at  a  profit  of  $150,  digregarding  the  payment  <^  commia- 
sions.  Since  $175  par  value  of  bonds  conld  be  exchanged 
for  $100  par  value  of  Btock,  the  holder  of  $17,500  of  bonds, 
worth  $18,025  at  the  price  of  103,  could  surrender  the 
bonds  for  100  shares  of  stock,  worth  $18,175  at  the  price 
of  181%,  and  make  a  gross  profit  of  $150. 

ArUtraginif  in  Convertibles. — The  holder  of  a  convert- 
ible bond  need  not  actually  convert  it  in  order  to  realice 
the  profit  attaching  thereto  when  the  stock  into  which  the 
bond  is  convertible  sells  considerably  above  its  exchange- 
able price.  By  way  of  illustration,  let  us  assume  that  seven 
days  following  the  last  dividend  date  Union  Pacific  stock 
sold  in  New  York  at  211^^.  Reference  to  the  accumulated 
dividend  table,  under  the  10  per  cent  column,  will  show 
that  one-quarter  per  cent  of  accrued  dividend,  the  nearest 
statement  by  one-eighth  of  the  accumulated  dividend  for 
seven  days,  must  be  deducted  from  the  quotation,  thns 
giving  211t^  as  the  worth  of  the  stock  when  quoted  on 
the  same  bans  as  the  bonds.  Further  reference  to  the  con- 
version table  shows  that  with  the  stock  selling  at  211^ 
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the  bond  equivalent  of  the  "convertible  4's  of  1927"  ia 
120.71.  Because  the  stock  advanced  36^  points  above  its 
exchangeable  price  of  175,  the  price  of  the  bond  also 
advanced  sympathetically  in  the  ratio  of  100  to  175,  or 
to  the  extent  of  20.71.  The  benefit  of  this  rise  in  the  price 
of  the  bonds  the  holder  could  have  obtained,  frithoDt 
actoallr  effecting  a  conversion,  by  simply  sdling  the  bonds 
in  the  open  market  and  taking  his  profit. 

Holders  of  convertible  bonds  are  enabled  to  sell  them 
promptly  and  take  their  profits  largely  becanse  of  the 
existence  of  dealers  who  find  it  profitable  to  arbitrage 
between  bonds  and  stocks  into  which  such  bonds  are  con- 
veitible,  whenever  the  bonds  sell  sufficiently  below  their 
conversion  equivalent  to  more  than  justify  the  payment 
of  commissions.  With  Union  Pacific  stock  selling,  as  per 
onr  previons  illostration,*  at  211%  and  the  bonds,  let  us 
say,  at  120,  the  operation  of  the  arbitrager  may  be  ex- 
plained as  follows :  He  first  reduces  the  price  of  the  stock 
to  a  "without  interest"  basis,  and  finds  that  211^  repre- 
sents the  value  of  the  stock,  exclusive  of  the  accmed  divi- 
dend. He  next  notes  that  the  bond  equivalent  is  120.71. 
He  now  knows  that  conversion  is  profitable  since  the  bond 
is  selling  sufficiently  below  its  conversion  equivalent  to 
more  than  pay  th&  commissions.  He,  therefore,  let  us 
assume,  buys  $17,500  bonds  at  120  and,  at  the  same  time, 
sells  short  100  shares  of  the  stock  at  211%,  the  equivalent 
of  211^  plus  the  accmed  dividend,  his  intention  being  to 
make  delivery  on  his  sale  of  the  stock  with  the  100  shares 
received  by  converting  the  bonds  be  purchased,  ffis 
profit  on  this  arbitraging  transaction  may  now  be  com- 
puted as  follows: 
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Commission  on  $17,500  bonds  booght  (415  per 
«10,000  par  valve) #26.25 

CommissioiL  on  100  slures  of  stock  sold  ($20 
when  price  exceeds  (125) 20.00 

Tout  commission $46.25 

Sum  received  from  sale  of  100  shares  at  2III4.  $21,125.00 
Cost  of  $17,500  bonds  at  120 21,000.00 

Balance 125.00 

Less  commissiona 46.25 

Profit $78.75 

Becaose  of  a  favorable  adjustment  in  the  price  of  the 
bond  and  the  stock  it  is  possible  that  the  arbitrager  need 
not  even  effect  a  conversion  in  order  to  net  a  profit.  Thus 
with  the  stock  remaining  stationary  and  the  price  of  the 
bond  rising  to  120%  the  arbitrager  might  close  out  both 
transactions,  that  is,  buy  in  the  100  shares  and  sell  the 
bonds  at  the  increased  price.  Moreover,  the  arbitrager, 
if  a  member  of  an  exchange,  would  not  be  obliged  to  make 
allowance  for  the  payment  of  commissions.  In  any  case, 
irrespective  of  the  plan  followed,  the  practice  of  arbitrag- 
ing  in  convertible  securities  renders  great  service.  Not 
only  is  the  market  in  such  securities  made  more  continuous 
in  character  by  the  practice,  but  the  prices  of  the  bond 
and  the  stock,  where  a  conversion  value  attaches  to  the 
bond,  are  constantly  made  to  stand  in  proper  relation 
to  one  another.  The  holder  of  the  bond  is,  therefore,  not 
only  assured  a  better  opportunity  to  sell,  but  is  (1)  re* 
lieved  of  the  necessity  of  constantly  ascertaining  the  con* 
verdon  equivalent  of  the  bond  with  every  flnctnation  in 
the  price  of  the  stock ;  and  (2)  enabled  to  obtain  his  profit 
by  merely  selling  the  bond  in  the  open  market. 
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Adjnitment  of  Fraetioiiml  Sham  When  lamu  do  not 
Oonrart  Erenly. — When  coaveraion  is  acttially  effected, 
some  incDnTenience  might  be  experienced  in  cases  where 
the  issue  eonverts  at  a  price  that  necessitates  an  adjusts 
ment  o{  fractional  shares.  The  difficoltieB  encDuntered 
will  depend  upon  which  of  four  possible  plans  the  com- 
pany may  have  adopted  for  such  adjustment.  Assuming 
a  $1,000  bond  exchangeable  for  stock  at  130,  the  holder, 
upon  effecting  conversion,  is  entitled  to  7.6923  shares. 
While  the  corporatioD  will  deliver  the  seven  fall  shares, 
some  adjostment  moBt  be  made  of  the  fractional  share 
of  .6923. 

The  settlement  for  this  fractional  share,  as  stated,  may 
be  made  in  any  one  of  four  ways.  The  company  may  pay 
cash  for  the  fraction,  the  holder  of  oor  assmned  bond 
being  thus  entitled  to  $69.23.  Or,  instead  of  paying  cash, 
the  corporation  may  issse  convertible  bond  "scrip"  for 
the  fraction,  which,  when  presented  in  amonnts  eqoal  to 
the  conversion  price  of  full  shares,  can  be  exchanged  for 
stock.  Under  this  plan  the  holder  is  obliged  either  to 
sell  the  scrip  or  to  buy  an  additional  amount  so  that  the 
total  may  equal  the  conversion  price  of  a  full  share. 
Usually  the  scrip  is  non-interest  or  non^dividend  bearing, 
and  must  be  exchanged  for  stock  prior  to  the  closing  of 
the  corporation's  books  in  order  to  participate  ia  the  next 
dividend.  Moreover,  the  market  price  of  the  scrip  will 
fluctuate  with  that  of  the  stock  in  accordance  with  the 
ratio  that  its  amount  bears  to  the  conversion  price  of  a 
fnU  share  of  stock. 

To  overcome  the  incoDvenience  just  mentioned,  some 
corporations  allow  scrip  to  be  offered  for  conversion  even 
though  it  is  not  presented  in  amounts  evenly  divisible  by 
the  conversion  price  of  a  full  share  of  stock.  This  method 
proves  much  more  convenient  because  the  holder  may 
present  scrip  in  any  amount,  and  after  Teceiring  as  many 
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fall  ghsres  as  he  is  entitled  to,  will  receive  sew  serip  for 
any  fractional  share  that  may  still  remain.  Again,  eor- 
poratious  may  permit  the  holder  to  convert  the  honds  only 
when  presented  in  amounts  evenly  divisible  by  the  eon- 
version  price  of  the  stock.  This  method  has  been  char- 
acterized as  particularly  unfair,  especially  where  the 
bonds  are  issued  only  in  denominations  of  $1,000.  In  the 
case  of  the  ossomed  bond,  convertible  into  stoch  at  130, 
this  method  would  require  the  holder,  in  order  to  convert, 
to  present  not  less  than  $13,000  of  bonds,  since  no  other 
amoTiDt  is  evenly  divisible  by  130.  While  bonds  might  be 
purchased  in  the  market  to  make  the  aggregate  holding 
large  enough  for  conversion  purposes,  the  inconvenience 
of  such  a  requirement  must  be  apparent. 
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CHAPTEB  Xm 
"PBIVILEaEn)  SUBSGRIFTIONS "  OR  "RIOHTB" 

Deflnttion,  SaaioiiB  for,  and  Importaiioe  of  "Privilsged 
Snbteriptioni." — A  "privileged  subscription,"  or  a 
"right"  as  it  is  commonly  known  in  stock  market  ter- 
minology, may  be  defined  as  the  privilege  given  by  a 
corporation  to  its  stockholders  to  sabscribe  to  additional 
stock,  and  sometimes  bonds,  at  a  price  lower  than  the 
eorrent  market  price  of  the  stock  onder  consideration. 
Snch  privileged  subscriptions  are  offered  by  corporations 
for  B  great  variety  of  reasons.  Having  accnmolated  a 
surplus  during  previous  years,  the  corporation  may,  by 
the  issuance  of  new  stock,  capitaUze  this  surplns.  Or  the 
eotporation  may  decide  to  raise  needed  funds  through  the 
sale  of  stock  becanse  it  does  not  wish  to  increase  its  fixed 
charges,  or  because  the  money  market  may  at  the  time 
happen  to  be  such  that  bonds  or  notes  cannot  be  issued 
except  at  excessively  high  interest  rates,  or  because  funds 
are  absolutely  necessary  to  provide  for  improvements  that 
do  not  correspondingly  increase  the  income.  If  for  any 
of  these  reasons  large  blocks  of  stock  were  tbrovnk  on  the 
open  market,  prices  might  decline  sharply.  By  offering 
the  shares  to  stockholders,  however,  at  a  price  consider' 
ably  below  current  quotations,  the  company  is  practically 
assured  of  success  in  obtaining  the  funds  and  any  decline 
in  the  market  price  of  the  stock  will  be  comparatively 
smalL  In  the  past,  privileged  subscriptions  were  also 
issued  by  many  corporations  as  a  means  of  capitaliring 
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their  present  and  fntnre  earnings,  and  manr  instanees  are 
on  record  where  leading  corporationa,  whose  stock  now 
sells  at  par  or  higher,  distribnted  large  amounts  of  stock 
free,  although  they  possessed  no  surplus  at  the  time  to 
jostify  the  distribution. 

The  importance  of  privileged  subscriptions  in  their  re- 
lation to  the  stock  market  becomes  apparent  when  we  note 
the  frequency  with  which  large  corporations  have  used 
this  method  of  raising  capital  and  of  distributing  profits. 
Thus,  between  February,  1902,  and  October,  1909,  the 
Canadian  Pacific  Railway  Company  increased  its  outstand- 
ing stock  by  nearly  170  per  cent  through  the  issuance  of 
privileged  subscriptions  j  the  stock  of  the  Chicago,  Mil- 
waukee and  St.  Paul  Railway  Company  shows  an  increase 
by  this  method  between  18S2  and  1906  of  254  per  cent  of 
common  stock  plus  an  additional  101  shares  of  preferred 
stock ;  the  Great  Northern  Railway  Company  had  nearly 
seven  times  as  much  stock  in  1907  as  in  1893,  not  taking 
into  account  the  495  ore  certificates  issued  to  its  stock- 
holders in  1906  for  each  100  shares  of  stock  held  in  1893; 
the  United  Qas  Improvement  Company  in  1909  had  nearly 
six  times  as  much  stock  outstanding  as  it  had  in  1896; 
while  between  1887  and  1909  such  leading  corporations 
as  the  Pennsylvania,  New  York  Central,  and  niinois  Cen- 
tral Railroads,  respectively,  increased  their  outstanding 
stock  through  privileged  allotments  to  stockholders,  by 
285,  145,  and  263  per  cent.  Numerous  other  corpora- 
tions might  be  mentioned  that  have  doubled  and  trebled 
their  outstanding  stock  during  the  past  two  decades 
and  that  have  ofFered  all  allotments  to  stockholders  at 
prices  lower  than  the  current  market  quotations  at  the 
time. 

Meaning  of  the  Tann  "Rights"  on  Varioos  Exehangas. 
— The  term  "right"  as  used  on  the  New  York  Stock 
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Exchange  lias  a  meaning  different  from  that  prevail* 
ing  in  the  Fhiladelpliia  market,  with  the  resnlt  that 
these  two  Exchanges  nee  different  methods  in  quoting 
the  market  price  of  rights.  In  the  New  York  market  a 
right  is  "the  privilege  of  one  old  share  to  participate  in 
the  new  issue,"  while  in  Philadelphia  the  term  has  refer- 
ence to  the  "privilege  of  rabscribing  to  one  share  of  new 
stock."  Thus  let  ns  assome  that  "A"  is  the  holder  of 
100  shares  of  stock  in  a  corporation  that  has  given  its 
stockholders  the  privilege  of  sabscrihing  to  new  stock  to 
the  extent  of  25  per  cent  of  their  holdings.  In  New  York, 
where  the  term  "right"  pertains  to  the  privilege  of  each 
old  share  to  participate  in  this  25  per  cent  allotment,  "A" 
becomes  the  possessor  of  100  rights,  each  representing  bis 
privilege  as  owner  of  one  of  the  old  shares  to  subscribe 
to  one-fourth  of  a  share  of  new  stock.  "A"  must,  there- 
fore, be  the  holder  of  four  old  shares,  giving  him  four 
ri^ts,  in  order  to  have  the  privilege  of  obtaining  one 
new  share  at  the  lower  price,  and  his  holdings  of  100 
shares  entitle  him  to  25  new  shares.  On  the  basis  of  a 
25  per  cent  allotment,  therefore,  "A"  will  be  regarded 
as  having  only  one-fourth  as  many  rights  in  Philadelphia 
as  in  New  York.  But  since  "A's"  four  rights  in  New 
York,  one  right  to  each  of  four  old  shares  entitling  Mm 
to  one  new  share,  are  equivalent  in  value  to  hu  one  right 
in  Philadelphia,  that  is,  the  right  to  get  one  new  share, 
it  follows  that  the  mathematical  value  of  each  right  in 
Philadelphia  is  four  times  as  great  as  the  right  in  New 
York.  Had  our  illustration  assumed  an  allotment  of  only 
10  per  cent  instead  of  25  per  cent  "A,"  as  holder  of  100 
old  shares,  would  again  have  been  the  possessor  of  100 
rights  in  New  York,  one  right  per  each  old  share,  entitling 
him  to  10  new  shares.  In  Philadelphia  he  would  have  bad 
only  10  rights,  one  right  per  each  new  share  he  i«  entitled 
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to,  and  the  right  in  Philadelphia  wonld  he  quoted  at  10 
times  the  New  York  price. 
Oompntatlmi  of  tha  Ibthematioal  Vain*  of  BitMi> — 

Since  the  new  shares  are  allotted  at  a  price  lower  than 
the  current  market  price  of  the  stock,  it  follows  that  the 
right  to  snch  favorable  sabscription  is  of  valne  to  the 
holder  of  the  old  shares.  This  value  will  depend,  of  coarse, 
upon  the  price  at  which  the  old  shares  are  selling  above 
the  subscription  price  of  the  new  shares,  and  can  eamly 
be  computed.  Thus,  on  January  2,  1912,  the  Canadian 
Pacific  Railway  Company  granted  to  its  stockholders  the 
privilege  of  subscribing  to  new  stock  to  the  extent  of  10 
per  cent  of  their  holdings  at  a  price  of  $150  a  share, 
although  the  current  market  price  of  the  stock  at  the  time 
the  allotment  was  given  was  $242  a  share.  In  other  words, 
the  holder  of  10  shares  of  Canadian  Pacific  stock  was  per- 
mitted to  subscribe  to  one  new  share  at  a  price  $92  below 
the  price  at  which  the  stock  was  then  selling.  Apparently 
such  a  large  difference  between  the  subscription  price  and 
the  market  price  indicates  that  the  right  to  participate 
in  the  new  issue  has  a  considerable  value.  The  computa- 
tion of  this  value  in  the  New  York  market  may  be  illos- 
trated  as  follows: 

10  shares  of  old  stock  at  $242  per  share =  $2,420.00 

1  new  share  at  $150 =       150.00 

Total  cost  of  11  shares  (old  and  new 

shares  combined) =  $2,570.00 

Average  cost  of  1  share  ($2,570  ^11) =    $233.63 

The  value  of  each  right  in  New  York,  that  is,  the  right 
pertaining  to  each  of  the  old  shares  to  participate  in  this 
favorable  subscription,  is  the  difference  between  $242,  the 
price  of  the  old  stock,  and  $233.63,  the  average  price  per 
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Bihare  of  all  the  stock,  new  and  old  combined,  or  (8.37  or 
about  6%.  The  same  computation  might  be  made,  and  is 
nnially  made,  on  the  basis  of  100  shares ;  that  is,  the  price 
of  100  shares  at  $242  ($24,200)  pins  the  price  of  10  new 
shares  at  $150  ($1,500),  or  $25,700,  divided  hj  110  (the 
Dew  and  old  shares  combined)  equals  $233.63,  which,  sub- 
tracted from  $242,  again  giyes  $8.37  as  the  value  of  the 
right  attaching  to  each  of  the  100  old  shares  that  were 
allowed  to  participate  in  the  allotment. 

If  wiping  of  the  Tenni  "Blfljita  On"  and  "Ex-Bi^iti." 
— Ab  previooflly  explained  stock  quotations  on  American 
exchanges  always  include  the  accumulated  dividend,  that 
is,  the  current  price,  exclusive  of  ail  other  factors,  should 
gradually  increase  week  after  week  as  the  dividend  is 
being  earned.  Then,  when  the  stock  sells  "ex-dividend," 
its  prie^  other  things  being  equal,  should  drc^  b7  the 
amount  of  the  dividend.  In  the  same  way  the  issuance  of 
rights  is  discounted  in  advance,  and  the  value  is  included 
in  the  market  quotation  for  the  stock.  Rights  are  "de- 
clared," as  a  rule,  a  month  or  even  longer  before  they 
are  actually  issued,  the  corporation's  announcement  stat- 
ing that  the  privilege  of  subscribing  to  the  new  stock  is 
given  to  stockholders  as  they  shall  stand  registered  on  the 
books  of  the  company  at  the  close  of  bosiness  on  a  certain 
stipulated  date.  Until  this  date  the  stock  sells  "rights 
on,"  the  valne  of  the  right  being  included  in  the  price  of 
the  stock;  while  on  the  next  day  the  stock  sellta  "ex- 
rights,"  the  value  of  the  right  being  excluded  from  the 
price  of  the  stock  since  its  purchase  on  this  day  or  there- 
after no  longer  entitles  the  buyer  to  the  privilege  of  sub- 
scribing to  the  new  shares.  The  price  of  Canadian  Pacific 
stock,  referring  to  our  previous  illustration,  should  there- 
fore, exclusive  of  all  other  factors,  have  opened  about  8% 
a  share  lower  on  the  day  when  the  stock  sold  "ex-rights" 
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than  it  closed  on  tlie  preceding  day.  The  aetnal  inuanee 
of  the  new  stoch,  however,  may  not  take  place  imtU  a 
month  or  even  longer  after  the  date  on  which  the  stock 
Bells  "ex-rights."  Coiporations  nsoally  permit  gtoekhold' 
ers  to  pay  for  the  new  shares  on  the  inBtallment  plan, 
allowing  interest  npon  the  installm^its,  and  OBoally  the 
new  shares  are  issaed  at  a  price  so  much  lower  thui  the 
market  price  that  it  is  possible  for  the  subscriber  to  bor- 
row the  funds  necessary  to  pay  for  the  new  shares  and 
then  nse  them  as  collateral  to  secure  the  loan. 

Extent  to  which  Piirileged  Snbsoriptioni  ara  Dia- 
eonntfld  by  the  Market. — It  rarely  occurs  that  the  decla- 
ration of  rights  by  a  corporation  is  not  prerioosly  dis- 
counted in  the  market  quotations  for  the  stock.  This  may 
be  shown  by  selecting  any  considerable  number  of  priri* 
leged  subscriptions,  using  corporations  whose  shares  are 
regularly  quoted,  and  tabulating  the  high  and  low  qaota- 
tions  by  months  for  a  period  beginning,  say,  fonr  months 
previous  to  the  announcement  of  the  privilege  and  ending, 
say,  fonr  months  after  the  right  to  subscribe  ceases.  Such 
a  list  will  show  that  in  the  great  majority  of  cases,  making 
proper  allowance  for  the  general  upward  or  downward 
trend  of  the  market  as  a  whole,  the  stock  begins  to  dis- 
count the  prospective  issuance  of  rights  months  before 
official  announcement  thereof  is  made,  and  that  the  high- 
eat  quotations  are  reached,  with  few  exceptions,  shortly 
before  or  immediately  after  the  publication  of  the  news. 
Immediately  following  the  advertisement  of  the  rif^ta,  and 
sometimes  even  before  such  advertisement,  a  well  defined 
selling  movement  generally  commences  and  continues  until 
the  expiration  of  the  period  during  which  subscription  is 
allowed.  The  general  upward  trend  of  the  market,  bow- 
ever,  or  local  conditions  affecting  the  particular  stock,  may 
be  strong  enough  in  individual  instances  to  reverse  the 
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ofliial  tendency.  Haziy  examples  of  rights  may  be  men- 
tioned where  the  stock  declined  from  the  time  that  mmora 
of  the  new  fimtnwng  were  first  heard.  This  is  especially 
the  case  in  stocks  that  are  extremely  large  in  the  ontstand- 
ing  amonnt,  whose  ownership  is  widely  distributed,  that 
are  selling  only  slightly  above  par,  and  that  can  show  bnt 
little  more  than  present  dividend  requirements.  Under 
such  conditions  the  ability  of  the  market  to  absorb  a  new 
issue  is  frequently  qnestioned,  and  the  rumor  or  annoonee- 
ment  of  the  privileged  subscription  is  often  the  signal  for 
the  starting  of  a  heavy  selling  movement  in  the  particoUr 
stock. 

Pest  records  also  show  that,  in  the  great  majcnrily  of  in- 
stances, the  isBOance  of  rights  has  been  discounted  within  a 
much  shorter  item  than  is  generally  the  case  with  dividend 
increases.  Several  reasons  may  be  offered  as  an  explanation 
for  this.  In  the  first  place,  the  average  investor  does  not 
consider  privileged  snbscriptionB  as  regular  income  in  the 
same  sense  that  he  so  regards  dividends.  Instead,  privi- 
leged subscriptions  are  considered  by  most  investors  as  a 
sort  of  bonus,  the  granting  of  which  cannot  be  counted  on 
in  the  same  way  that  one  can  look  forward  to  the  se- 
cnring  of  regular  dividends.  Even  if  the  corporation  has 
been  pursuing  for  years  a  policy  of  financing  by  this 
method,  there  is  no  assurance  that  such  a  course  will  be 
pursued  in  the  future,  and  discounting  such  action  on  the 
part  of  the  corporation  long  in  advance  is  hardly  con- 
sidered safe.  The  retnm  from  rights  is  mnch  less  certain 
to  the  investor  than  the  returns  from  dividends.  The 
latter  are  paid  regularly  and  the  investor  is  better  able 
to  anticipate  with  reasonaUe  assurance  the  amount  he 
will  receive  and  the  time  of  payment.  This  cannot  be  said 
of  rights.  It  is  impossible  for  the  great  mass  of  investors 
to  know  when  they  are  coming,  or  how  much  they  will  be 
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worth.  Their  iffloance  depends  upon  the  action  of  the 
corporation,  and  what  that  action  will  be  in  the  futon 
is  difficolt  to  tell.  Merely  because  a  corporation  has  been 
liberal  in  the  past  in  authorizing  stock  allotments  ia  not 
regarded  by  the  average  investor  as  sufflcient  caose  for 
the  stock  to  be  constantly  selling  at  a  price  level  that  indi- 
cates an  expectation  of  profits  from  rights  in  the  fatore 
at  the  same  rate  as  prevailed  in  the  past. 

Procednre  Followed  by  Oorporationi  in  Otttaing  Privi- 
leged BnbseiiptionB. — Briefly  outlined,  corporations  usn* 
ally  adopt  the  following  method  in  announcing  the  snb- 
scription  allotment  and  in  issuing  the  new  stock :  * 

1.  The  corporation  announces  by  circular  to  its  stock- 
holders the  detailed  conditions  governing  the  issuance  of 
the  new  stock,  that  is,  the  reasons  for  the  issue,  the  extent 
of  the  allotment,  the  subscription  price,  the  date  when  the 
stock  will  sell  "ex-rights,"  the  date  when  the  right  to 
subscribe  to  the  new  stock  will  cease,,  the  terma  of  pay* 
ment,  the  dates  and  method  of  issuing  and  surrendering 
"warrants"  and  "assignable  receipts,"  and  the  manner 
of  converting  or  redeeming  fractional  shares.  Thus,  in 
connection  with  its  stock  allotment,  under  date  of  April  9, 
1913,  the  Pennsylvania  Railroad  Company  announced  by 
circular  to  its  stockholders  that ' '  the  privilege  of  subscrib- 
ing for  the  said  stock  at  par,  fifty  dollars  per  share,  on 
May  31,  1913,  on  which  date  the  privilege  will  cease,  is 
hereby  given  to  stockholders  as  they  shall  stand  registered 
on  the  books  of  the  company  at  the  close  of  bosineas. 
Hay  5,  1913,  to  the  extent  of  10  per  centum  of  their  then 
respective  holdings."  The  circular  further  provided  that 
"the  right  to  receive  stock  shall  not  accrue  to  any  stock- 

ntion'B  uuKHiDMniant  of  ft   ptiTilefBd 
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bolder  under  this  privilege,  unless  the  terms  of  sabscrip- 
lioD  are  fnlly  complied  with  &nd  psymeuts  made  at  the 
dates  hereinbefore  stated,  and  no  subscription  or  aBtdgn* 
ment  of  the  privilege  will  be  recognized  unless  made  on 
the  forms  famished  by  the  company. ' ' 

It  should  be  stated  here  that  the  stockholder  can  dis- 
pose of  his  privilege  as  soon  as  the  proposition  to  increase 
the  capital  stock  is  announced,  or  even  while  snch  proposed 
increase  is  merely  mmored.  Preqnently  rights  are  actively 
dealt  in  on  the  curb  as  soon  as  romors  of  a  prospective 
allotment  of  stock  begin  to  circulate,  and  since  no  de- 
liveries can  be  made  in  the  regular  way,  contracts  are 
drawn  between  the  buyer  and  seller  in  whieh  the  seller 
agrees  to  make  delivery  "when,  as,  and  if  issued."  Con- 
tracts continue  in  this  form  nntil  official  advice  of  the 
bsne  is  given,  when  they  are  changed  to  read,  "when, 
and  as  issned."  As  soon  as  the  rights  are  issued,  how- 
ever, they  are  transferred  to  the  Exchange,  provided  the 
stock  is  listed.  Transactions  on  the  Exchange  call  for 
delivery  "regular  way"  except  in  the  larger  issues,  when 
a  special  day  for  delivery  is  set, 

2.  Following  the  detailed  announcement  of  the  terms  of 
snhscription,  the  corporation  will  issue  "warrants'" 
specifying  the  amount  of  stock  to  which  each  stockholder 
is  entitled  to  subscribe  under  the  privilege.  If  the  amount 
of  stock  to  which  any  stockholder  is  entitled  involves  a 
fractional  lot,  a  separate  "fractional  warrant"  is  issued. 
In  the  circular  referred  to,  the  Pennsylvania  Railroad 
Company  announced  that  "warrants"  would  be  maOed 
abont  May  15  to  the  addresses  indicated  on  the  perma- 
nent dividend  mailing  orders  filed  in  the  office  by  the 
stockholders,  unless  other  instructions  were  received  prior 

■  For  Munple  oopj  of  a  "  wamnt "  aee  Appto^x  V. 
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thereto.  In  other  words,  stockholden  of  record  at  the 
close  of  boflineas  on  May  5  received  these  "warrants," 
unless  they  subsequently  parted  with  their  nght  to  sub- 
scribe to  the  new  issue ;  but  no  payment  to  the  corporatitm 
was  required  until  May  31. 

The  warrant,  it  is  apparent,  is  merely  an  evidence  of 
the  right  of  the  holder  thereof  to  8ubBcrU)e  to  the  amount 
of  new  stock  designated  therein.  Each  warrant  is  Dom- 
bered  and  dated,  and  is  issued  for  a  designated  "Par 
Amount  $ "    It  osoally  reads  as  follows: 

This  is  to  certify  that  (here  follows  name  and  addnai 
(rf  the  holder)  or  Assigns,  is  entitled  to  subscribe  at  the 

rate  of  $ per  Share  of  $ par  value,  for 

par  value  of  the  stock  of  the 

Company,  pursuant  to  the  pro- 
visions of  the  circular  dated , 

tdgned  by Treasurer  of  the 

Company. 

Following  this  introductory  portion,  the  warrant  con- 
tains a  description  of  the  most  important  conditions  an- 
nounced in  the  circular  issued  to  stockholders,  especially 
the  conditions  governing  the  payment  for  the  stock  in  full 
or  by  installments,  interest  and  dividend  payments,  the 
issuance  of  subscriptions  or  assignable  receipts,  and  the 
date  after  which  the  warrant  will  be  void  and  of  no  value. 
Moreover,  the  warrant  states  that  "failure  to  pay  any 
installment  when  and  as  payable  will  operate  as  a  for- 
feiture of  all  rights  in  respect  of  the  subscription,  and  the 
installments  previously  paid."  Provision  is  also  made  for 
the  sale  and  transfer  by  assignment  of  the  warrant,  exe- 
cuted in  the  form  described  and  printed  thereon.  Two 
such  forms  are  printed  on  the  reverse  side  of  the  warrant, 
the  first  to  be  filled  out  and  signed  by  the  stockholder 
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U  he  wishes  to  take  the  stoek  himBelf,  and  the  second, 
which  is  an  assignment  requiring  a  witness,  if  he  desires 
to  dispose  of  the  subscription  privilege.  If  the  stockholder 
wishes  to  subscribe  for  only  a  portion  of  the  stock  covered 
by  the  warrant  and  dispose  of  the  balance,  or  desires  to 
dispose  of  a  portion  to  one  peraon  and  the  balance  to 
another,  the  corporation  will,  npon  the  return  of  the 
original  warrant,  issue  new  warrants  in  accordance  with 
the  instructions  submitted. 

3.  Referring  again  to  the  recent  Fennsylvama  Railroad 
Company's  stock  allotment,  the  warrants,  accompanied  by 
payment  in  full  or  of  the  first  installment,  were  required 
to  be  returned  to  the  company  on  May  31,  1913,  or  th« 
privilege  was  declared  void  and  the  warrants  of  no  value. 
In  other  words,  until  the  3lBt  of  May  the  warrants  would 
pass  by  delivery.  Thereafter  "subscription"  or  "assign- 
able receipts"  took  the  place  of  the  warrants.  According 
to  the  company's  circular  announcement,  which  informa- 
tion was  repeated  in  the  warrant,  payments  could  be  made 
in  full  or  in  three  installments,  as  follows : 

In  full,  at  the  time  of  making  the  subscription  on  the 
3lBt  of  May,  1913. 

The  first  installment  of  30  per  cent,  or  $15  per  share,  at 
the  time  of  making  the  subscription  on  the  3l8t  of  May, 

idi3. 

The  second  installment  of  30  per  cent  or  $15  per  share, 
on  the  30th  of  August,  1913. 

The  third  installment  of  40  per  cent  or  #20  per  share, 
on  the  29th  of  November,  1913. 

When  the  first  installment  is  paid,  the  "warrant"  is 
surrendered  and  an  "assignable  receipt"  is  issued  in  its 
place,  which  in  turn  must  be  surrendered  to  the  company 
npon  payment  of  the  second  instaUment.  When  the  sec- 
ond installment  is  paid,  an  "as^gnable  recdpt"  covenng 
both  the  first  and  second  installments  is  issued,  which  in 
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turn  mnst  be  sorrendered  to  the  company  upon  payment 
of  the  third  inatallment.  When  paymeat  in  fall  is  made 
on  the  date  of  sabecription,  or  whenever  payment  of  the 
three  installmenta  is  made  as  allowed,  stock  certifleateB  for 
whole  shares  are  mailed  to  the  stockholders.  The  circular 
further  announced  that  full-paid  stock  receipts  for  frac- 
tions of  shares  will  be  issued,  which  will  not  carry  any 
dividend  or  interest  until  converted  into  stock.  They 
coold  he  so  converted  only  when  the  fractions  surrendered 
made  whole  shares,  provided  such  surrender  was  made  on 
or  before  January  31,  1914,  on  which  date  such  fractional 
receipts  not  converted  would  be  redeemed  in  cash  at  the 
rate  of  $50  per  share,  without  interest. 

Until  May  31,  1913,  when  the  first  installment  of  30  per 
cent  of  the  subscription  price  had  to  be  paid  under  the 
terms  of  the  allotment,  the  warrants,  as  already  stated, 
would  pass  by  delivery.  If  on  that  date  payment  for  the 
new  shares  was  made  in  full,  the  subscriber  received  the 
new  shares,  which  could  then  be  delivered  in  the  same 
manner  as  any  other  stock.  But  if  only  the  first  install- 
ment is  paid,  the  subscriber  receives  an  assignable  receipt 
and  a  market  is  usually  made  at  once  in  "first-paid  re- 
ceipts." Tfais  market  in  first-paid  receipts  continues  until 
the  date  for  payment  of  the  second  installment  arrives 
when  such  receipts  arc  delivered  only  against  cash  sales. 
On  that  date  the  first-paid  receipts  are  surrendered  to  the 
company  which  issues  "second-paid  receipts"  in  their 
place,  these  then  becoming  the  part-paid  stock.  Receipts 
are  issued  in  that  way  against  each  payment  except  the 
last,  when  the  company  usually  delivers  stock  against  the 
final  payment.  But  this  is  not  always  the  case,  and  some- 
times "full-paid  receipts"  are  issued  which  are  traded  in 
until  they  can  be  exchanged  for  stock. 

Methods  that  Stookbolders  may  Adopt  in  I>ispoaln«:  of 
Their  Riffhta. — Having  explained  the  method  of  procedure 
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that  oorporatioiis  follow  in  annotmcing  and  distribnting 
allotmeats  of  new  stock,  we  may  next  consider  the  variona 
metfaoda  open  to  stockholders  who  wish  to  dispose  of  thdr 
ptinlege.  Any  one  of  the  following  courses  of  action  may 
be  selected,  depending  upon  the  special  circomHtaneea 
attending  each  sllotmeat  of  stock  :* 

1.  The  ttockholder  may  teU  kit  rigkts  since  a  ma^et  for 
them  is  made  as  soon  as  the  corporation  announces  its 
stock  allotment.  He  need  not  even  wait  for  the  receqrt 
of  the  warrants  since  the  sale  is  made  on  the  basis  of  a 
contract  that  provides  for  payment  against  delivery  when 
the  rights  are  issued.  Owing  to  the  practice  of  arbitrsging, 
the  price  of  rights  is  bound  to  follow  the  price  of  the 
stock,  and,  as  already  noted,  the  stock  as  well  as  the  rights 
generally  sell  at  their  highest  price,  other  things  being 
equal,  at  ahoat  the  time  the  privileged  subscription  is  de- 
clared. Stockholders,  therefore,  by  selling  their  rights  as 
soon  as  their  issue  is  announced,  will  generally  obtun  for 
them  a  better  price  than  could  be  secured  if  sold  later. 

Not  only  does  this  plan  generally  serve  to  give  the  best 
price  to  stockholders,  assuming  they  intended  to  sell  their 
new  shares  in  any  case  and  not  take  them  up  as  a  long- 
time investment,  but  it  affords  the  additional  advantage 
of  making  the  proceeds  of  the  sale  immediately  available. 
Profits,  in  other  words,  are  realized  at  once,  instead  of 
deferring  their  receipt  until  the  issuance  of  the  new  shares, 
"An  uncertain  future  profit"  is  converted  by  this  im- 
mediate sale  into  "a  certain  present  profit."  But  in  umng 
this  plan  it  most  be  remembered  that,  as  explained  in  con- 
nection with  arlntraging  in  rights,  the  current  quotations 
on  rights  do  not  represent  their  foil  value.    Instead  rights 
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generally  sell  slightly  under  their  actoal  worth.  This  fol- 
lows from  the  fact.that  rights  are  ostially  sold  to  specula- 
tors  and  arbitragers  who  are  only  willing  to  offer  a  price 
that  will  aasore  them  a  margin  of  profit.  For  this  rea- 
son stockholders  in  disposing  of  their  rights  do  not  receive 
all  that  the  premium  on  the  stock  warrants,  and,  in  some 
instances,  conld  probably  make  a  more  profitable  transac- 
tion by  adopting  the  next  plan  to  be  described. 

2.  The  stockholder  may  seli  such  an  amount  of  hit  orig- 
inal holdings  of  stock  as  equals  the  number  of  new  shares 
to  which  he  u  entitled,  and  replace  the  shares  sold  with  tk4 
new  stock  when  issued.  This  method  keeps  his  investment 
intact,  and  enables  him  to  realize  on  his  sole  the  full  mar- 
bet  price  of  the  stock  instead  of  compelling  him  to  aacrifice 
a  aom  eqoal  to  the  discount  that  is  ccmnected  with  the  sale 
of  rights.  He  gets  the  immediate  Qse  of  the  proceeds  of  tha 
sale  and  losee  no  interest  on  the  money  borrowed  to  pa;  his 
subscription.  There  is  also  no  uncertaint;  under  this  plan 
as  to  the  amount  of  profit  accruing. 

As  opposed  to  these  advantages  it  should  be  recalled 
that,  judging  from  the  past,  the  stock  is  usually  quoted  at 
its  highest  when  the  allotment  of  new  stock  is  first  adver- 
tised. To  be  entitled  to  the  subscription  privilege  pertain- 
ing to  all  the  shares  held,  the  stockholder  under  this  plan, 
would  be  obliged  to  wait  until  the  stock  stdd  "ex-rights" 
before  selling  any  portion  of  his  holdings.  But  by  waiting 
until  that  time  he  is  apt  to  lose  the  full  benefit  of  the  better 
price  nsoally  prevailing  when  the  privileged  subscription 
is  first  announced,  and  the  subsequent  depreciation  would  in 
all  likelihood  more  than  ofEset  the  discount  in  price  that  he 
usually  sacrifices  to  speculators  and  arbitragers  when  they 
buy  his  ri^ts. 

3.  The  stockholder  may  subscribe  for  hit  allotment  of 
the  new  shares  with  the  intention  of  selling  them  after  they 
have  been  issued  by  the  corporation.    Under  this  plan  the 
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the  subscribiiig  Btockbtdder  must  take  tlie  new  BfaareB  upaa 
their  issoance  and  pay  for  them  in  accordance  with  the 
terms  of  the  sabecription  privilege.  Faymcoit  for  the  shares 
will  in  all  probability  necessitate  borrowing  of  money  and 
payment  of  interest  until  the  stockholder  can  realize  on  the 
new  aharea.  The  interest-paying  period  may  extend  over  a 
craiBiderable  time,  and  under  the  terms  of  various  subscrip- 
tion privileges  the  stockholder  msy  be  required  to  pay  all 
of  the  subscription  price  sometime  before  the  new  shares  ore 
received,  while  if  payment  is  allowed  in  installments,  the 
interest  paid  by  the  corporation  on  such  installments  may  be 
less  then  the  rate  paid  on  the  borrowed  funds.  Even 
following  the  issuance  of  new  shares,  the  holder  may  be 
obliged  to  wait  a  long  time  before  an  opportunitf  presents 
itself  to  sell  them  at  a  profit.  Or,  if  obliged  to  dispose  of 
the  new  shares  for  some  reasm,  the  shareholder  may  have 
to  sell  at  a  price  much  below  that  which  might  have 
been  received  at  the  time  the  subscription  was  announced. 
If,  however,  the  stockholder  ezercises  the  subscription  priv- 
ilege for  investment  purposes,  his  act  may  prove  extremely 
profitable  in  the  long  run.  Bat  even  in  this  case,  especially 
where  the  corporation  makes  frequent  allotments,  one  dis- 
advantageous feature  frequently  presents  itself,  namely, 
the  holder  may  allow  too  lai^  a  part  of  his  capital  to  be- 
come invested  in  one  property,  thereby  Tnnfcing  too  large  a 
portion  of  hJB  income  dependent  upcm  the  bunnew  pros- 
pects of  that  one  concern. 

4.  The  stocJ^lder  may  immtdiately  seU  dutrt  fke  amouiU 
of  xtock  to  which  he  U  entitled,  borrow  atoek  to  fvlfSl  deUv- 
eryonhis  contract,  and  return  this  ttock  loan  when  the  neip 
iharet  are  isaued.  Such  a  transaction  would  be  conducted  in 
all  respects  like  an  ordinaiyiShort  sale.  If  a  stockholder's  sub- 
scription allotment  amonnts  to  100  shares,  he  will  instruct 
his  broker  to  sell  that  amonnt  abort  at  the  current  price 
and  to  borrow  the  100  shares  from  some  other  broker  for 
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the  pvrpoM  of  delivray.  The  broker  wiD  retain  the  pro- 
ceeds of  the  Bale  and  pledge  the  same  with  the  lender  as 
■ecarity  for  the  stock  loaned.  He  will  also  ask  the  castomer 
to  deposit  a  margin  of,  let  ns  assome,  $1,000  as  security. 
Then,  npon  the  issoance  of  the  new  shares,  the  stockholder 
will  instruct  his  bn&er  to  use  them  in  repaying  the  stock 
loon,  whereupon  the  bn&er  will  credit  to  the  customer  a 
sum  representing  the  proceeds  of  the  sale  plus  the  $1,000 
ma^:in  with  interest  thereon,  less  the  customary  hnAerage 
eommiasion.  The  profit  to  the  customer  will  consist  of  the 
differmce  between  this  sum,  after  deducting  interest  on  the 
money  borrowed  to  pay  for  the  enbscription  and  to  pro- 
Tide  for  the  $1,000  mar^  on  the  one  hand,  and  the  sub- 
scription price  for  the  new  shares  on  the  other. 

Under  this  plan  the  stockholder  is  afforded  the  oppor- 
tunity of  Belling  his  stock  at  a  better  price  than  could  be 
obtained  at  the  time  of  the  issuance  of  the  new  shares. 
Although  he  is  short  of  the  stock,  his  right  to  obtain  the 
new  stock  serves  as  a  protection.  The  i^an,  however,  may 
seem  complicated  to  the  average  investor  and  in  excep- 
tional instances  may  result  in  much  inconvenience.  A 
sharp  advance  in  the  price  of  the  stock  would  necessitate 
giving  the  broker  additional  margin  to  protect  the  short 
sale,  which  would  have  the  effect  of  reducing  the  profits 
of  the  traosaction  because  of  the  loss  resulting  from  a  pos- 
sible difference  in  the  rate  of  interest  paid  and  received 
on  the  extra  margin.  The  creation  of  an  overextended 
short  interest  in  the  stock  might  cause  it  to  become  so 
scarce  for  borrowing  purposes  as  to  cause  the  stock  to 
lend  fist,  or  even  at  a  premium,  thus  further  decreasing 
the  profit.  A  still  greater  danger  is  the  possibility  of  a 
comer  in  the  stock  which,  by  making  it  impossible  to  bor- 
row the  stock  at  all,  might  necessitate  a  settlement,  or  a 
purchase  of  the  stock,  at  a  greatly  increased  price.  It  is 
also  the  general  practice  not  to  pay  any  Interest  to  the 
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eostcmier  on  the  proceeds  of  the  short  sale  that  have  been 
pledged  with  the  lender  of  the  stock,  although  the  custo- 
mer is  liable  for  the  payment  of  all  dividends  that  may. 
become  due  during  the  continuance  of  the  loan. 

AiUtraglng  in  'Bigbta. — Holders  of  rights,  who  wish  to 
sdl  them  in  the  market,  are  greatly  assisted  tbroogh 
the  operations  of  arbitragers  in  rights.  In  other  words, 
a  certain  gronp  of  dealers  arbitrage  by  selling  short  the 
ontstanding  shares  of  a  given  issue  and  baying  the 
"rights"  to  receive  an  equivalent  amount  of  new  shares  of 
the  same  issue.  The  practice  may  be  illustrated  by  refer- 
ring to  the  Pennsylvania  Railroad  Company's  issue  of 
rights  at  par  ($50)  to  the  extent  of  10  per  cent.  At  the 
time  the  stock  was  selling  at  57%,  or  $5,775  for  100  shares. 
The  holder  of  100  shares  was  thus  given  the  privilege  of 
mthscribing  to  10  shares  at  par,  so  that  110  shares  could  be 
acquired  at  a  total  cost  of  $6,275,  or  an  average  per 
ahu^  of  $57,045.  The  diifereuce  between  $57.75  and  the 
average  cost  of  $57,045,  or  $.705,  is  the  mathematical  value 
of  the  right  in  New  York. 

Arbitragers  are  willing  to  buy  rights  provided  they 
obtain  them  slightly  below  their  mathematical  value,  and 
in  order  to  permit  of  a  continuous  market  in  such  rights 
exchanges  usually  permit  mininmim  fluctuations  between 
prices  of  one-sixteenth  instead  of  the  customary  one- 
eighth.  Accordingly,  let  us  assume  that  an  arbitrager 
is  offered  2,000  rights  at  60  cents,  costing  him  $1,200.  In 
accepting  this  lot  of  rights  the  arbitrager  immediately 
sells  short,  as  a  hedge,  200  shares  of  the  stock  at  the 
current  price  of  $57.75,  or  for  $11,550.  He  then  waits 
until  he  receives  the  200  shares  of  stock,  to  which  his 
2,000  rights  entitle  him,  from  the  corporation  at  the  par 
value  of  $50,  or  at  a  total  cost  of  $10,000.  These  shares 
he  will  then  return  to  some  lending  broker  to  replace  the 
200  shares  that  be  was  obl^ed  to  borrow  in  order  to  fuIflU 
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delivery  on  biB  original  short  sale.  The  stock  reedved 
from  the  corporation  has  cost  the  arbitrager  $10,000,  and 
the  rights  $1,200.  Moreover,  he  has  lost  the  interest  on 
$1,200  for,  let  us  say,  two  months,  amotmting  to  $12,  thus 
making  a  total  cost  to  the  arbitrager  of  $11,212.  Since 
the  stock  was  sold  short  at  $11,550,  car  arbitrager  has 
made  a  profit  of  $338,  less  {1)  the  State  and  Federal  trans- 
fer taxes,  (2)  any  commissions  that  the  operation  may  cost 
him,  and  (3)  the  value  of  200  rights  which,  as  a  short 
seller  of  200  shares,  he  owes  to  the  lender.  It  may  be 
addod  that  by  condacting  snch  operations  arbitragers 
greatly  help  in  creating  a  continuous  market  in  rights  for 
those  who  wish  to  sell  rights,  and  also  keep  the  qnota- 
tions  of  rights  in  line  with  the  qaotatidns  of  the  stock 
already  otitsUnding. 

Extent  of  Profits  Derired  tram  Privileg«d  Snbiorip- 
tloiu  in  Oaie  Tbey  Ar«  Held  or«r  a  8«riaa  of  Years. — As 
Dr.  T.  W.  Mitchell  states  in  his  article  on  "Stockholders' 
Profits  from  Privileged  Subscriptions": 

"  It  is  not  to  be  denied  that  the  proceeds  from  these  privilegeB  in 
many  ioBtanoei  oonatitute  a  very  material  addition  to  the  eurrent 
dividende  which  are  received  by  the  etockbolders,  and  that  they  ore 
to  be  reckoned  on  when  one  u  estimating  the  yield  on  hit  invest- 
ment. But  Uieee  extraordinarv  MiinB  come  in  at  irregular  intervals. 
To  obtain  any  accurate  idea  of  their  extent,  it  is  necessary  to  state 
than  in  the  form  of  equivalent  returns  coming  in  at  regular 
intervals,  like  dividends." 

While  the  future  value  of  such  privileges  cannot  be  fore- 
told, two  excellent  presentations  of  the  approximate  value 
of  past  privileges  have  been  published.*  Both  show  that 
by  subscribing  to  and  holding  all  the  new  shares  offered 
the  stockholders  in  many  of  our  leading  corporations, 

*  Ibid.,  mad  B  B.  Burgunder, "  The  D«cUration  ud  Yidd  of  Stock* 
bolderi'  Ri|bta,"  published  in  the  vohune  on  "  Stocks  and  the  Stock 
Market,"  ^nnaii  of  (Ac  Amerkan  Aeademy  <^  Politiisal  atut  Sockit 
Seunet,  1910. 
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wbieli  have  repeatedly  made  allotments,  have  been  given 
an  excellent  opportunity  to  reduce  the  average  cost  of 
their  holdings.  FtUl  subBcription  to  all  privileges  over 
a  series  of  years  has  in  many  instances  proved  exceedingly 
profitable,  since  such  Bntwcriptiona  may  be  said  to  com- 
pound like  interest,  each  successive  percentage  allotment 
of  new  stock  increasing  the  basis  for  future  allotmeDts. 

B.  B.  Bnrgunder,  with  a  view  to  showing  the  profitable- 
oess  of  past  privileged  subscriptions,  selected  a  substan- 
tial number  of  leading  corporations  for  the  purpose,  and, 
in  connection  with  each,  computed  the  "net  annual  yield 
on  the  cost"  that  accrued  to  a  stockholder  who  purchased 
100  shares  of  the  stock  in  a  certain  year  and  subsequently 
took  and  held  all  new  stock  allotments  until  November, 
1909.'  The  net  annual  j^eld,  as  computed  by  Bnrgunder, 
includes  not  only  the  average  annual  dividend  return,  but 
also  the  market  gain  on  all  the  holdings,  between  the  date 
of  purchase  and  November,  1909,  spread  as  an  annuity 
over  the  period  under  consideration.  Since  the  profit  to 
the  stockholder  will  vary  greatly  as  the  price  of  the  stock 
fluctuates  in  the  market,  November,  1909,  was  selected  as 
a  fair  basis  for  the  computation,  because  the  quotations 
at  that  time  represented  a  normal  market  with  prices 
neither  reflecting  a  boom  nor  a  depression.  The  computa- 
tion, furthermore,  assumes  that  all  the  new  stock  was 
paid  for  by  the  stockholder  with  money  borrowed  at  5 
per  cent,  and  that,  since  the  dividend  return  upon  the 
stock  issued  was  generally  greater  or  lower  than  the 
assumed  interest  rate  on  the  borrowed  money,  the  differ- 
ence between  the  two  rates  was  treated  in  the  compu- 
tation as  either  a  profit  or  a  loss.  Arranged  in  the  form 
of  a  table,  Burgnnder's  computation  for  13  corporations 
shows  the  following: 

•  B.  fi.  Burgooder,  cp.  dt.,  pp.  79-SS,  lad  87-M. 
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Net  percflcUge 
Ywld  OD  Cost  to 
NDvember,  1909 


American  Tdephone  uid  Tdegnph 
Compftoy 

Atlantic  Coast  Line  RaOroad 
Company 

Baltimore  and  Ohio  Railroad 
Compaq 

Canadian  Pacific  Raihray  Com|)any 

Chicago,  Buriington  and  Quincy 
RaUroad  Company 

Chicago,  Milwwilcee  and  St.  Paul 
Railway  Company 

Chicago,  Rixik  island  and  Pacific 
Railway  Company 

Great  Northern  Railway  Company . 

niinois  Central  Railroad  Company . 

New  York  Central  Railroad  Com- 
pany  

P«ms]dvania  Railroad  Company . . 

Northen  Central   Railroad  Com- 

Unitea  Qbb  haptovtmtait  Company 


6.024 
33  113 

7.809 
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PACrOHS  AFFECTING  SECDBTTY  PBICES  AND 
VALUES 
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THE  HONET  MARKET  IN  ITS  SEIATION  TO 
SECURITY  PRICES 

FiIm  HoTementi  aad  Prioo  Faeton  TflniiHIitd — When 
(KHisidermg  the  Tarioos  factors  that  inflnence  Becarit; 
prices,  it  is  important  to  rect^nize  the  diatinetion  hetween- 
price  and  value.  The  first  term  refers  to  the  correat  mar- 
ket qnotations  of  the  Becarity  in  question,  which  are  con- 
stantly changing  and  which  ahaw  great  Tariations  in  the 
catuae  of  even  a  day,  a  we^  or  a  month.  Talus,  on  the 
eiKLtrary,  has  reference  to  the  worth  that  an  indiTidoal 
places  upon  a  security  in  view  of  its  income  producing 
power,  that  is,  its  eo-called  intriiuie  worth. 

Nnmerons  illustrations  may  be  cited  to  show  that  prices 
frequently  depart  far  from  inherent  worth  as  measured 
by  earning  capacity,  sometimes  for  long  periods  of  time. 
On  the  one  hand,  we  observe  the  DTonerous  temporary  fluc- 
tuations that  constantly  occur  in  practically  all  the  se- 
curities admitted  to  dealing  — '  the  ceaseless  backing  and 
filling  of  prices  during  periods  of  a  day,  a  week,  a  month, 
or  even  several  months  —  and  most  generally  the  result 
of  temporary  conditions  that  in  no  way  indicate  any 
change  in  the  real  worth  of  the  security  under  conmdera- 
tioh.  But  in  contrast  to  such  temporary  fluctuations 
there  are  the  so-called  priniary  price  movements,  which 
extend  to  the  market  as  a  whole  and  often  require  several 
years  to  run  their  course.  The  stock  market  is  essentially 
"a  market  for  incomes,"  and  prices  tend  in  the  long  ron, 
despite  many  variations,  to  coincide  approximately  with 
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trae  worth.  Temporarily,  however,  many  faetors  are  in- 
Btnunental  in  bringing  about  enormons  flQctoations  in 
prices,  BOmetimes  as  regards  individual  securitieB  and  at 
other  times  with  respect  to  practically  the  entire  list 
Briefly  classified,  these  price  factors  may  be  grouped  under 
the  followii^  beads: 

1.  The  intrinsic  earning  power  of  the  corporations 
whose  securities  are  under  consideration. 

2.  The  condition  of  the  money  market. 

3.  Financial  panics  and  boaineBs  depresaons. 

4.  Manipulation. 

5.  Binng  commodity  prices  and  other  factors  in- 
fluencing the  general  level  of  prices  over  coorider- 
able  periods  of  time. 

6.  Current  events,  such  as  wars,  conflagrations,  etc., 
of  a  character  not  easily  susceptible  to  discount- 


FiioM  of  Individual  SeouritlM  Ultimately  OontroUfld  by 
Intrinsio  **"'*"g  Power. — In  the  past,  stock-market 
prices,  viewing  the  matter  from  the  standpoint  of  a  period 
of  years,  have  reflected  approximately  the  earning  power 
of  corporations.  Moreover,  owing  to  this  factor  we  often 
have  the  price  of  individual  securities,  or  a  group  of 
securities,  move  greatly  out  of  line,  either  above  or  below, 
with  the  general  prevailing  price  level  for  other  securities. 
The  physical  condition  and  the  earning  power  of  corpora- 
tions are  indicated  by  their  financial  reports,  and  the  de- 
tailed data  contained  therein  may  be  regarded  as  "com- 
parative statistics,"  to  distinguish  them  from  so-called 
"fundamental  statistics"  that  refer  to  the  present  and 
prospective  business  situation  in  general  as  reflected  by 
eertaia  well  recognized  barometers  of  trade  which,  while 
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Bhowing  the  trend  of  the  present,  also  serve,  when  prop- 
erly interpreted,  as  a  ^de  for  the  future.' 

Investors  or  Bpeculators,  when  demring  to  determine 
the  approximate  safety  of  securities  as  judged  by  the 
corporation 's  record,  or  to  make  a  selection  between  sev- 
eral investments,  wiU  necessarily  want  to  analyze  the  past 
showing  of  the  corporations  involved.  The  intrinsic  value 
of  both  stocks  and  bonds,  although  representing  entirely 
distinct  classes  of  equities,  must  be  ascertained  by  much 
the  same  methods  of  analysis.  Such  analjrsiB  of  corporate 
financial  reports,  however,  represents  a  highly  specialized 
seience  of  so  many  ramifications  as  to  require  a  separate 
volume  for  full  explanation.  Suffice  it  to  say  that  the  im- 
portant question  to  be  ascertained  from  such  an  analysis  is 
that  of  "permanency,"  or  "the  result  of  the  decade"  that 
averages  the  record  for  both  poor  and  prosperous  years. 

A  good  financial  report  should  contain  detailed  informa- 
tion along  at  least  three  distinct  lines,  namely:  (1)  the 
physical  characteristics,  involving  a  statement  of  the  loca- 
tion and  extent  of  the  property  owned,  the  volume  and 
character  of  the  biisiness  conducted,  the  volume  and 
description  of  equipment,  and  in  the  case  of  certain  cor- 
porations, the  character  of  the  contiguous  territory;  (2) 
an  income  account  presenting  a  detailed  statement  of  the 
gross  earnings,  operating  expenses,  net  operating  revenue, 
income  from  investments  and  other  sources,  fixed  charges 
of  all  kinds,  appropriations  for  equipment  and  better-  - 
ments,  dividend  payments,  and  sums  carried  to  profit  and 
loss;  and  (3)  a  balance  sheet  dealing  with  the  financial 
characteristics  of  the  corporation  and  giving  a  detailed 
description  of  the  capital  assets,  current  assets,  capital 
liabilities,  and  current  liabilities.    Each  of  the  aforemen- 
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tinu,"  Quarteriy  Journal  cf  Bamomia,  vol.  29,  1915,  pp.  1-41. 
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tioned  parts  of  a  fln^m^ni  report  is  eauatial  to  a  proper 
analysiB,  since  all  bear  an  intiiiiate  relationship  to  one 
another.  In  analyzing  these  various  kinds  of  data  it  i> 
essential  (1)  not  to  judge  a  property  on  the  baais  of  one 
or  even  a  few  years'  showing;  and  (2)  to  bear  in  mind 
that,  mnce  all  things  are  relative,  comparisons  must  be 
made  on  the  basis  of  certain  fixed  standards.* 

Selation  Bfftween  the  Soonrity  and  Honey  BCuteti. — 
So  close  is  the  relationship  existing  between  our  security 
and  money  markets,  and  so  hage  is  the  volume  of  credit 
required  in  stock-market  operations,  that  the  condition 
of  the  money  market  probably  constitutes,  with  the  one 
exception  of  intrinsic  worth  as  judged  by  earning  power, 
the  most  important  of  all  the  factors  affecting  prices.  Its 
vital  significance  will  become  more  apparent  in  the  next 
Chapter  on  Financial  Panics  and  Business  Depresdons,  the 
underlying  cause  of  which  in  the  past  has  been  over-ex- , 
tension  of  the  credit  system,  a  situation  that  can  be  cor- 
rected only  tbroagh  drastic  liquidation.  The  dose  conneo- 
tion  between  our  stock  and  money  markets  is  indicated 
by  the  following  factors: 

1.  rfce  Large  Volume  of  Margin  Transactiont. — ^A  way 
Urge  proportion  of  the  stocks  held  are  purchased  and  car- 
ried  on  margin,  that  is,  on  money  borrowed  from  the  banks 
or  brokers  with  the  stock  as  collateraL  Customarily,  on 
active  stocks  the  banks  will  lend  to  80  per  cent  of  the 
mai^et  value  of  the  stock.  Whether  we  believe  in  margin 
dealing  or  not,  the  fact  is  that  an  exceedingly  large  pro- 
portion of  the  total  credit  oatstanding  in  onr  important 
financial  centers  is  thus  borrowed.  Even  bond  houses,  in 
taking  up  issues  of  bonds  with  a  view  to  distributing  them 

■  For  K  detailed  outline  of  a  taQroad  rmort  uid  for  m  statement 
of  priaciplee  BOTtnunc  the  ictcfpntetioa  of  tbe  wioua  puia  of  mob 
a  leport  aee  John  Moody,  ffow  lo  Anaiyu  RaUroad  Report*  and  Analnmt 
1^  IftfCbutn^  InoulntnU. 
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to  tbe  pvblie,  origmallj''  obtun  these  bonds  on  borrowed 
numey  which  is  largely  taken  ont  in  the  form  of  "call"  oc 
"demand"  loans.  The  volume  of  margin  transactionB  is 
particularly  lai^  in  the  XTnited  States,  as  compared  with 
foreign  cotmtries.  Moreover,  the  volume  of  sach  transac- 
ticRis  is  nsoally  largest  during  periods  of  great  prosperi^, 
or  at  the  very  time  when  security  prices  and  mcmeiy  rates 
are  highest. 

2.  The  PracUee  of  Over-Certificatitm. — To  a  large  extent 
brokers  mnst  resort  to  the  practice  of ' '  over-certificstton. '  * 
As  previously  explained,  secnritiee  purchased  to-day  on 
"regular  way"  contracts  must  be  delivered  and  paid  for 
on  the  following  day.  But  the  seller  of  these  secontiee 
will  not  deliver  them  until  payment  is  made,  while  the  buy- 
ing bn^er,  being  called  upon  to  carry  these  stocks  on 
margin,  is  unable  to  pay  for  them  until  he  can  obtain  the 
necessary  credit  from  the  banks  which,  in  tnm,  involves 
the  pledging  of  the  securities.  In  other  words,  tbe  secorities 
will  not  be  delivered  ontil  paid  for,  and  payment  cannot 
be  made  until  they  have  been  obtained  so  that  they  may 
be  deposited  as  collateraL  StmLc  one  most  take  the  first 
step,  if  the  transaction  is  to  be  consummated,  and  in  prac- 
tice the  banker  does  this  either  by  permitting  the  broker  to 
overdraw  his  account  on  some  agreed  basia,  I^  extending 
to  him  the  privilege  of  having  his  checks  over-certified,  or, 
iriiere  the  law  does  not  permit  this,  by  ^rtending  to  him 
tanporary  credit  In  either  case,  however,  the  understand- 
ing Is  that  as  soon  as  the  secnrities  have  been  paid  for  and 
obtained,  they  will  be  delivered  to  the  banker  as  collateral 
for  the  loan.  The  dearing-hoose  system,  it  has  been  ex- 
plained, was  introduced  lai^y  to  reduce  the  necessity  for 
such  over-certification  and  has  been  instrumental  in  doing 
this  to  a  very  large  extent.  Thus,  with  respect  to  trans- 
actions on  the  New  Toik  Stock  Exchange  between  May  1, 
1920  and  April  30,  1921,  the  Stock  Clearmg  Corporatitm 
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was  instnuneDtol  in  obviating  over  $8,600,000,000  of  bank 

certification. 

3.  Arbitraging  in  Intertst  Rate$. — ^It  is  ecotamaxy  for 
man;  of  the  principal  bnyera  of  securities  to  arbitrage 
between  the  interest  rata  on  borrowed  money  and  the  inter- 
est or  dividend  return  on  the  secaritiea  pmchased  with  the 
borrowed  funds.  When  demand  loan  rates  in  New  Toric 
are  low,  ranging  from  two  to  four  per  cent,  while  at  the 
same  time  standard,  dividend-paying  stocks  are  selling  on, 
let  UB  say,  a  five  to  six  per  cent  basis,  it  becomes  profitable 
for  a  dealer  in  securities,  who  expects  money  rates  to  ctm- 
tinae  ea^,  to  borrow  money  at  the  prevailing  low  rates  with 
a  view  to  buying  snch  secorities  and  thos  netting  the  differ- 
ence between  the  two  rates.  This  practice  often  absorbs 
an  enormous  volome  of  credit.  It  may,  however,  prove  a 
severe  strain  on  the  holders  of  secorities  if,  for  some  reason, 
rates  for  demand  loans  shoold  rise  to  a  much  higher  figure 
than  that  received  from  the  porchased  securities.  In  that 
case,  instead  of  the  holder  of  the  secorities  netting  a  differ- 
ence in  interest  rates,  he  may  be  obliged  to  pay  a  carrying 
chaige  which,  if  demand  loan  rates  remain  high  for  a  loiM[ 
period  of  time,  may  occasion  drastic  liquidation  in  the 
market. 

4.  7%e  Large  Volume  of  Demand  Loan$-Ba*ed  on  Stock 
and  Bond  Collateral. — Freqoent  reference  has  been  made  to 
the  practice  of  employing  demand  loans  extensively  for 
aecority-market  purposes.  Such  demand  or  "call"  loana 
in  this  country  are  oneway  loans,  subject  to  termination 
at  the  will  of  either  party.  Of  coorse,  these  loans  in  nearly 
all  instances  are  allowed  to  run  from  day  to  day,  the  inter- 
est rate  being  merely  changed  to  meet  the  prevailing  rate 
for  credit  in  the  call-loan  market.  As  contrasted  with  this 
system,  leading  European  countries  have  a  so-called  "fort- 
nightly settlement  system,"  according  to  which  loans  are 
renewed  and  the  new  rate  of  interest  determined  at  the 
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end  of  eaeli  two  weeks.  This  means  that  borrowers  of 
such  loans  in  Europe  are  certun  of  the  interest  rate  for 
a  period  of  two  weeks  and,  in  case  conditions  in  the 
money  market  are  snch  as  to  foreshadow  a  radical  increase 
in  interest  rates,  ample  time  is  given  in  which  to  make 
new  arrangements.  In  this  country,  however,  oar  daily 
call-loan  system  does  not  give  the  borrower  each  an  ad- 
vantage, since  either  party  may  terminate  the  loan  at  will. 
In  ease  of  a  stringency  in  the  money  market,  which  makes 
necessary  a  calling  of  loans,  the  bankers  will  first  of  all 
seek  relief  by  calling  in  their  demand  loans  that  are  pro- 
tected by  readily  salable  stock  and  bond  collateral.  If 
these  call  loans  cannot  be  paid  promptly,  there  will  neces- 
sarily be  a  sale  of  the  collateral  aecaring  the  loans,  a  prac- 
tice that  has  frequently  been  re^onsible  for  wide  declines 
in  the  leading  speculative  stocks  dealt  in  on  our  ex- 
changes. At  such  times  the  daily  call-loan  system  leads 
to  the  greatest  uncertainty  in  interest  rates,  such  rates 
frequently  rising  in  a  nngle  week  from  6  to  30  per  cent. 
Several  times  daring  the  last  20  years  call  rates  have  risen 
to  100  per  cent  and  more,  as  for  example  during  the  panic 
of  1907  when  such  rates  ranged  for  several  weeks  between 
50  and  100  per  cent.  Even  during  the  recent  period  of 
liquidation,  despite  the  existence  of  the  Federal  Reserve 
System,  such  rates  rose  on  several  occaaons  to  30  per 
cent.  Daring  periods  of  money  stringency,  the  security 
market  is  made  to  bear  the  brant  of  the  situation  because 
call  loans  are  protected  bo  largely  by  stock  and  bond 
collateral  enjoying  the  benefit  of  a  continous  market. 

Various  Bank  Statements  Issusd.— In  view  of  the  afore- 
mentioned close  dependence  of  the  security  market  npon 
credit  conditions,  it  is  highly  important  that  there  sboold 
be  available  at  frequent  and  regular  intervals  some  au- 
thoritative statement  of  banking  conditions  that  will  serve 
as  an  index  by  which  borrowers  may  judge  not  only  the 
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avulable  snpplr  of  credit  but  also  the  fatnn  temdeacy 
of  money  rates.  Nomeroaii  statementa  of  thia  character 
are  available  and  are  commonly  called  "bank statements." 
Prom  a  stock-market  point  of  view  the  most  important  of 
these  sUtemmts  is  71^  Sew  York  Weekly  Bank  Statemeni, 
ihowing  the  condition  of  the  New  Torfc  CSty  Clearing  House 
members,  and  published  in,  at  least,  its  sanunarixed  form 
in  every  important  daily  paper  of  the  coontry.  Owing  to 
its  frequent  appearance  and  its  ctHnprdiensiTe  showing  of 
credit  conditions  in  the  nation's  leading  stock-market  een- 
ter,  thia  statemoit  is  generslly  regarded  as  constituting  the 
best  barometer  by  which  to  judge  the  supply  of  credit  for 
secority-market  purposca. 

The  chai^  is  sometimes  made  that  the  New  Toik  WeeUy 
statement  is  local  in  its  application,  and  not  truly  repre- 
sentative of  the  credit  situation  from  a  natimal  point  of 
view.  Generally  speaking,  this  criticism  bas  not  been  borne 
out  by  actual  facts.  But  in  any  ease  a  large  number  of 
other  bank  statements  are  issned  periodically  which,  irtien 
considered  in  their  entirety  and  in  connection  with  the  New 
Toik  statemoit,  serve  to  give  a  very  comprehensive  idea  of 
money-market  tendencies.  Thus  the  leading  financial  jour- 
nals pnblisb  the  weekly  returns  of  New  York  state  banks 
and  trust  companies  not  in  tbe  New  York  City  Clearing 
Honse  arrangement.  Other  leading  American  financial 
centers,  like  Boston  and  Philadelphia,  also  issue  weekly 
statements.  Mention  should  also  be  made  of:  (1)  the 
periodic  report  of  the  Comptroller  of  the  Currency, 
with  respect  to  all  the  national  banks  of  the  country, 
some  8,152  in  nimiber;  (2)  the  "Combined  Statement  of 
Principal  Federal  Reserve  Member  Banks,"  numbering 
some  813;  and  (3)  the  "Combined  Statement  of  the 
Twelve  Federal  Reserve  Banka"  Attention  should  also 
be  called  to  tbe  English,  French,  and  German  bank  state- 
ments, which  are  published  weekly  and  which  are  often 
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important  because  of  the  close  international  relationsbip 
that  exists  between  the  New  York  and  European  money 
and  secnrit;  markets. 

Hstnre  of  the  Vew  York  Weekly  Oleartng  Htnue  State- 
ment^-The  New  York  Weekly  Clearing  House  Statement 
api»ear8  every  Saturday  at  noon.  Only  the  "increases" 
or  "decreases"  in  the  yarious  items  of  the  statement,  as 
compared  with  the  items  of  the  previous  week,  appear  on 
the  tape.  The  foil  statement,  however,  is  given  oat  later 
and  appears  in  the  evening  and  morning  papers.  The 
following  is  a  sample  of  the  New  YoA  Clearing  Honse 
"actual"  atatemoit  for  two  consecutive  we^: 


or  New  YoBK  Qmr  CtsAmNG  Hodbb 

BaMKB  AMD  TbOST  COHPAMIEfl 

(000  omitted) 


"Actual"  Statement 

Weekending 
September 
24,1921 

Weekending 

October  I, 

1921 

$4,243,431 
70,004 
493,929 
3,524,302 
168,359 
32,389 
463,240 
30,699 

S4,297,170 

466,793 

468,001 

SuriduBBeeerve.             

12,lll(defidt) 

Beferring  to  the  statement  of  October  1,  1921,  it  will 
be  noticed  that  the  combined  reserve  of  the  New  York 
Clearing  House  members  fell  short  of  the  legally  required 
reserve  by  $12,111,000,  that  is,  there  was  a  "deficit"  in 
the  reserve  instead  of  a  "surplus."  The  required  reserve 
is  found  by  taking  13  per  cent  of  the  "demand  deposits" 
and  three  per  cent  of  the  "time  deposits."  The  sum 
of  these  two  happens  to  be  greater  than  the  reserve 
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aetoallr  held  ($456,793,000)  by  the  amount  of  <12.111,000, 
hence  the  deficit  to  that  amonut  In  compating  the  re- 
serve reqmrements  for  the  statement  of  New  York  stato 
banks  and  trust  companies,  it  shoold  be  noted  that  the 
legal  reserve  reqairement  is  18  per  cent  of  the  demand 
deposits  in  the  case  of  the  banks  and  15  per  cent  in  the 
case  of  trust  companies. 

Vaiioni  Forms  in  Whioh  the  Htm  York  WaeUy  State- 
ment Appean. — Fotit  different  forms  of  the  weekly  state- 
ment are  furnished  to  the  public,  namely,  the  "average," 
"actnsl,"  " summsrized, "  and  "detailed"  forms.  The 
average  statement  obtains  its  name  from  the  fact  that  it 
is  based  upon  a  system  of  averages.  Bach  clearing-house 
member  ascertains  its  loans,  deposits,  reserve,  etc.,  for 
each  working  day  of  the  week,  and  reports  an  average  of 
these  daily  items  to  the  clearing  house.  The  "average" 
system,  therefore,  does  not  present  the  actual  condition  of 
the  banks  on  the  day  when  the  statement  is  submitted,  but 
merely  the  average  condition,  that  is,  the  sum  total  of  the 
daily  items,  divided  by  the  number  of  working  days  in  the 
we^.  It  may  happen  frequently  that  the  average  state- 
ment may  show  no  loss  in  the  deposit  or  reserve  items, 
while  according  to  the  "actual  system"  a  considerable  loss 
may  appear,  owing  to  the  fact  that  a  large  amount  of  cur- 
rency has  been  withdrawn  on  Friday,  the  last  day  of  the 
wedk  for  New  York  bank-statement  purposes.  This  heavy 
withdrawal  of  money  will  count  for  only  one  day  in  the 
week's  average,  whereas  the  actual  condition  on  the  last 
day  will  present  an  entirely  different  result.  The  same 
situation  may  also  occur  with  respect  to  other  items  in  the 
statement.  Although  the  actual  statement  shows  the  actual 
condition  of  affairs  at  the  time  of  the  statement's  appear- 
ance, the  average  statement,  when  compared  with  the  actual 
showing,  is  valoable  in  indicating  about  the  time  of  the 
wed[  when  material  changes  took  place  in  the  several  items. 
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As  s  general  propomtioii,  the  ftvcovge  aibowing  foIlowB  Uie 
actaal  one,  that  is,  important  changes  of  this  week,  indicated 
mainly  by  the  actual  statement,  viU  be  reflected  in  the 
average  showing  of  next  week. 

While  the  summarized  statement,  as  it  appears  on  the 
tape  and  is  snbseqnently  pablished  in  the  daily  press,  gives 
a  general  view  of  money-market  conditifms,  when  compared 
with  the  statements  of  previom  weds,  it  is  important  to 
bear  jn  mind  that  it  is  merely  an  average  and  does  not  show 
the  condition  of  particolar  banks.  Tet  brojEers  and  other 
large  borrowers  are  especially  anxious  to  know  the  standing 
of  banks  from  which  they  have  borrowed  demand  loans. 
Th^  desire  to  know  whether  the  condition  of  their  parti- 
enlar  bank  is  SQch  as  to  indicate  a  policy  of  expansion  or 
C(mtracti<m  in  loans.  If  the  item  of  loans,  as  r^ards  their 
particolar  bank,  has  been  greatly  increased,  and  the  reserve 
holdings  are  insnfflcient  or  barely  sufficient  to  meet  the  legal 
reserve  requirement,  the  borrower  may  anticipate  the  caU- 
ing  of  loans  or  an  increase  in  rates  to  follow,  thus  m^tfciTig 
more  difficult  the  carrying  of  stocks. 

To  give  borrowers  sach  specific  information,  a  "de- 
tailed" bank  statement  is  published  in  the  leading  finan- 
cial joomals,  shortly  after  the  general  summary  appears, 
giving  the  various  items  for  each  of  the  clearing  house 
members.  When  money  is  dear  or  when  we  are  in  the 
midst  of  a  financial  crisis,  the  showing  made  by  the  "de- 
tailed" bank  statement  will  present  the  greatest  disparity 
between  the  cash  holdings  of  the  various  banks  and  the 
deposits.  Thus  the  detailed  statement  of  the  New  York 
Clearing  House  banks  for  the  memorable  week  ending 
October  26,  1907,  or  at  a  time  when  we  were  in  the  midst 
of  a  highly  strained  money  market,  showed  that  certain 
banks  had  a  reserve  considerably  in  excess  of  30  per  cent, 
and  in  one  important  instance  of  nearly  40  per  cent.  On 
the  contrary,  a  very  large  nnmber  of  the  62  banks  that 
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were  members  of  the  clearing  boose  at  tbat  time  showed 
a  reserve  far  below  the  legal  requirement.  Only  26  oat 
of  the  52  held  a  reserve  that  exceeded  the  25  per  cent 
limit  required  at  tbat  time ;  five  just  about  met  the  require- 
ment; in  a  considerable  number  of  instances  the  reserve 
held  approximated  only  20  per  cent;  while  in  a  few  in- 
stances it  was  reported  as  low  as  from  13  to  6  per  cent. 
It  is  thus  natural  that  in  times  of  money  stringency,  when 
rates  on  demand  loans  are  exceedingly  high,  and  when 
banks  must  husband  their  cash  resources,  that  borrowers 
of  call  money  on  a  large  scale  should  be  anxious  as  to 
the  standing  of  individual  banks.  It  is  also  frequently  the 
case  that  such  borrowers  wish  not  merely  to  know  the  con- 
dition of  their  own  bank,  but  slso  the  condition  of  a  few 
of  the  largest  banks.  In  fact,  some  journals  have  made 
it  B  policy,  especially  in  times  of  credit  stringency,  to  ^ve 
separate  figures  for  the  largest  banks,  because  of  their  pre- 
dominant position  in  the  New  York  money  market. 

Interpretation  of  the  Most  Important  Items  of  the  Bank 
Statement. — Having  explained  the  intimate  connection  be- 
tween our  security  and  money  markets  and  the  nature  of 
bank  statements,  it  remains  to  call  attention  to  the  import* 
ance  of  the  most  noteworthy  items.  To  the  item  of  "snr- 
plus  reserve"  the  financial  community  attaches  great  im- 
portance. As  soon  as  the  reserve  held  by  the  banks  closely 
approaches  or  falls  below  the  legal  requirement  it  means 
that  the  bankers  must  undertake  to  strengthen  their  posi- 
tion. There  is  at  once  talk  of  stringent  money  and  bear 
prices.  If,  however,  the  statement  shows  a  large  surplus 
reserve,  money  is  easy  and  security  holders  feel  secure. 
Yet  too  large  a  surplus  may  be  a  bad  sign,  indicating  a 
small  demand  for  money  as  the  result  of  business  stagna- 
tion. If  the  statement  as  a  whole  reports  a  serious  deficit, 
the  security  market  may  experience  a  flurry  or  even  a 
panic,  especially  when  a  large  volume  of  credit  has  been 
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used  to  finance  highly  specnlfttive  secnritiea.  If  loans 
were  always  made  on  a  sound  basis,  a  deficit  in  reserve 
woold  not  oecasioiL  so  much  alarm,  but  such  has  not 
proved  the  case  during  previous  periods  of  prosperity 
and  wild  Bpecnlation. 

The  loan  and  deporit  items  of  the  bank  statement  must 
also  be  viewed  in  their  relation  to  business  conditions.  Thus, 
during  a  period  of  business  depresrion  we  should  expect  to 
see  an  increase  of  cssh  holdings  and  an  increase  of  depoats 
as  compared  with  loans.  On  the  contrary,  during  a  period 
of  great  prosperity  a  large  increase  in  loans  and  deposits 
has  nearly  always  indicated  that  underlying  business  condi- 
tions were  beconung  unsound,  and  that  the  time  had  ar- 
rived for  the  exercise  of  caution.  Practically  every  violent 
Btock^mai^et  degression  in  this  country  has  been  caused 
principally  by  an  over'.«xtensioQ  of  credit,  and  in  nearly 
all  cases  the  New  York  bank  statement  showed  an  abnor* 
mal  increase  iu  loans  as  compared  with  depoaita  and  cash 
holdings.  In  a  few  instances,  the  stock  market  has  moved 
independently  of  a  strained  money  market  for  some 
months,  but  this  has  been  the  exception  and  not  the  rule. 
Almost  invariably  an  unusual  expannon  in  loans  as  com- 
pared with  deposits  and  cash  holdings  has  resulted  in 
much  higher  rates  on  demand  loans,  with  the  result  of 
heavy  liquidation  in  the  securities  constituting  the  col- 
lateral behind  these  loans.  When  it  becomes  impossible 
to  renew  call  loans,  even  at  exorbitant  rates  of  interest, 
stocks  are  indiscriminately  thrown  on  the  market,  causing 
wide  declines  especially  in  the  leading  speculative  issues, 
and  often  ending  in  a  fiuancial  panic,  the  disastrous  conse- 
quences of  which  might  know  no  limit  were  it  not  for  the 
concerted  buying  support  rendered  at  that  time  by  leading 
financial  interests  and  by  those  who  have  previously  sold 
short  and  are  now  anxious  to  take  their  profit. 

The  best  bank  statement  is  one  that,  viewed  in  the 
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light  of  the  past,  shows  a  normal  rdationship  of  the  loan 
and  deposit  items  to  one  another.  Under  the  old  hanking 
system,  that  is,  before  the  adoption  of  the  Federal  Reserve 
system,  the  item  of  deposits  in  the  New  York  weekly 
statement  exceeded  loans  by  a  comfortable  margin  daring 
normal  times,  and  cash  holdings  ranged  nsnally  between 
22  and  25  per  cent  of  the  loans.  Whenever  loans  exceeded 
depoidts  matetially  and  the  cash  holdings,  as  compared 
with  loans,  fell  considerably,  the  effect  npon  call-loan 
rates  was  marked  and,  with  few  exceptions,  there  oe- 
curred  drastic  liquidation  in  the  security  market. 

Many  writers  have  traced  the  close  relationship  between 
oar  money  and  secnrity  maileta  as  reflected  by  the  weekly 
bank  statement.*  Thus  in  1893  the  ratio  of  loans  of  the 
New  York  Clearing  Honse  banks  to  deposits  rose  to  109 
per  cent  and  the  percentage  of  cash  to  loans  fell  to  the 
ronatkably  low  figure  of  13  per  cent.  Call  rates  ruled 
high  daring  many  weeks,  at  one  time  rising  to  74  per  cent. 
Time-loan  rates  also  exceeded  6  per  cent  most  of  the  time, 
and  the  price  of  representative  stocks  experienced  a  tre- 
mendous decline.  Following  this  drastic  liquidation,  and 
owing  to  the  busicess  depression  which  affected  all  indus- 
tries, the  deposit  and  cash  items  of  the  banks  piled  up  at 
an  unprecedented  rate  and  the  respective  percentages,  in- 
stead of  being  309  per  cent  and  13  per  cent,  as  they  were 
in  1893,  stood  at  80  per  cent  and  30  per  cent.  Call  money 
became  a  drug  on  the  market,  and  call  rates  averaged  for 
months  between  three-quarter  to  one  and  one-half  per 
cent.  In  the  meantime,  the  price  of  representative  stocks 
had  a  tremendous  rise.  By  1896,  however,  deposits  and 
cash  holdings  again  declined  to  such  an  extent  that  the 
percentage  of  loans  to  deposits  rose  to  102  per  cent,  while 

•Baa  Thoma  Qibaoa'a   TAa   Cydf  t^  SptaJation,  Chap.  IV  oa 
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cash  to  loans  declined  to  10  per  e«nt.  Call-loan  rates  at 
one  time  rose  to  127  per  cent  and  the  price  of  representa- 
tive stocks  fell  sppToximate^  30  per  cent  Following  this 
wave  of  liquidation,  deposita  and  cash  again  accnmTilated 
nntdl  in  1898  the  ratio  of  loons  to  depouta  fell  to  83  per 
cent,  while  the  ratio  of  cash  to  loans  increased  to  30  per 
cent.  At  the  time,  and  continuing  until  1903,  stock-maiket 
prices  enjoyed  a  tremendoos  appreciation.  By  that  year, 
however,  owing  largely  to  prosperona  bamness  conditions 
and  the  great  Hpecolative  wave  of  1901  and  1902,  the  bank 
statement  again  began  to  show  a  strained  credit  situation. 
By  the  close  of  1902,  loans  nearly  equaled  depodts, 
whereas  the  percentage  of  cash  to  deposits  declined  to 
about  19  per  cent.  This  strained  money  market  continued 
during  all  of  1903,  with  the  ratio  of  loans  to  deposits 
at  me  time  standing  at  101  per  cent.  Call-loan  rates 
rose  as  hi^  as  35  per  cent  and  the  price  of  repre- 
sented stocks  fell  approximately  30  per  cent  Owing  to 
the  doll  bosinesB  conditions  following  the  stock-market 
deprcsmon  of  1903,  money  again  accumulated  in  the  banks 
during  all  of  1904,  the  respective  percentages  being  90  per 
cent  and  25  per  cent.  Call-loan  rates  varied  between  one 
half  of  one  and  three  per  cent,  and  the  stock  market  once 
more  entered  a  period  of  rising  prices,  which,  with  period- 
ical setbacks,  continued  until  the  close  of  1906.  By  the 
dose  of  that  year,  the  bank  statement  reflected  an  exceed- 
ingly strained  credit  market  and  all  the  earmarks  of  a 
coming  panic  were  at  hand.  At  the  beginning  of  1907, 
the  ratio  of  loans  to  deposits  again  rose  to  102  per  cent, 
while  by  November  the  ratio  stood  at  109  per  cent  The 
percentage  of  cash  to  loans  fell  to  17  per  cent  at  the  be- 
ginning of  1907  and  by  November  declined  to  14  per  cent 
Heavy  liquidation  in  the  security  market  continued 
throughout  the  year  until  the  price  of  representative 
stocks  showed  a  decline  of  ai^roximately  40  per  cent  from 
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their  Ugh  of  1906.  Following  this  panic  money  agaio  se> 
comnlated  in  the  banks  until  the  deposits  greatly  exceeded 
the  loans,  and  daring  1908  and  1909  the  secmity  market 
witnessed  an  nnusoal  rise.  In  UIO,  however,  the  ratio  of 
loans  to  deposits  again  rose  to  103  per  cent  and  the  per- 
centage of  cash  to  loans  fell  to  19  per  cent,  and  the  whole 
of  that  year  was  characterized  by  a  declining  secarity 
market.* 

The  introduction  of  the  new  Federal  Beserre  System  will 
result,  of  coarse,  in  a  material  change  in  the  percentages 
referred  to.  As  compared  with  prcTions  conditions,  the 
new  banking  system  greatly  increases  the  power  of  the 
banks  to  extend  credit  in  times  of  financial  stringency. 
ITnfortnnately,  however,  the  new  system  has  not  been  in 
operation  snfficiently  long  to  warrant  a  statement  of  what 
the  aforementioned  ratios  are  likely  to  be  nnder  each  of 
the  major  stages  of  onr  recurring  business  cycles.  But 
while  the  percentages  will  greatly  change,  there  is  no  res- 
son  to  believe  that  the  fundamental  principles  outlined 
with  respect  to  loans,  deposits,  and  cash  have  been  altered 
in  any  vital  particular.  Thus  at  the  close  of  1915,  just 
before  the  last  industrial  boom,  deposits  of  the  New  York 
Clearing  House  members  exceeded  the  loans  by  nearly 
nine  per  cent,  the  deposit  and  loan  items  for  December 
of  that  year  being  $2,422,994,000  and  $2,226,078,000,  re- 
spectively. From  that  time  on,  however,  loans  showed  a 
striking  tendency  to  increase  faster  than  deposits,  until 
for  the  month  of  January,  1920,  loans  of  the  New  York 
Clearing  House  banks  stood  at  $5,119,900,000  and  the  de- 
posits at  only  $4,026,862,000.  In  other  words,  loans  ex- 
ceeded the  deposits  by  $1,093,038,000,  or  over  27  per  cent. 
Even  by  the  beginning  of  1919,  loans  exceeded  deposits 


th«  extant  to  which  teuiity  prien  ineraMed  or  decnued,  ■■ 
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by  uearl;  800  milUoiis,  or  20  per  cent.  Tbe  drastic  stock- 
market  liquidation  of  1920  and  1921,  from  which  we  have 
not  yet  begun  to  recover,  is  again  pointed  to  as  coofirming 
the  principles  alreadr  explained. 


R,  W.  Qabflon,  Butineti  Banm^en  for  Antiapatitig  CoitdHiimt. 
TlximaB  CKbaou,  The  Cydet  i^ Speauaium,  Chap.  iVon  "Money." 
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CHAPTER  yiT 
FINANCIAL  PANICS  AND  BTffilNESS  DEPRESSIONS 

TtM  Canie  of  Puilos  aad  DepniiloM.— Probably  no 
phase  of  the  stock  market,  nnless  it  be  that  of  manipula- 
tion, has  claimed  the  attention  of  so  many  writers  as 
our  constantly  recnrring  financial  and  business  depres- 
sions. Attention  has  no  doubt  been  attracted  to  this 
phenomenon  because  of  the  drastic  character  of  the  liqui- 
dation involved.  In  fact,  the  movement  of  prices  accom- 
panying our  economic  crises  is  in  the  natore  of  an  up- 
heaval, and  often  the  decline  of  a  single  year  will  sufBce 
to  cancel  all  the  appreciation  of  the  preceding  five  or  ten 
years-  This  is  true  of  both  security  and  produce  prices, 
since  our  economic  crises  are  caused  by  influences  inti- 
mately associated  with  both  types  of  marhets. 

While  secondary  causes  may  contribute  to  make  econo- 
mic crises  more  severe,  or  to  shorten  or  prolong  the  dura- 
tion of  the  same,  the  real  underlying  eanse  is  over-specula- 
tion with  borrowed  funds,  leading  to  an  over-extension  of 
our  credit  system.  The  situation  is  commonly  referred  to 
as  one  of  "inflation,"  requirii^  "deflation"  as  its  remedy. 
With  scarcely  an  exception,  writers  on  the  subject  regard 
such  over-extension  of  credit  as  the  primary  cause,  and  it 
is  for  this  reason  that  the  regular  appearance  of  some 
index  showing  the  condition  of  the  credit  market,  such 
as  comprehensive  bank  statements,  is  of  such  vital  import- 
ance. In  fact,  economic  crises,  as  pointed  out  by  Profes- 
sor E.  D.  Jones,  had  their  origin  with  the  beginning  of  the 
credit  system.  When  credit  has  been  over-extended 
308 
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through  gpeenlation  along  all  lines  of  business  activitr, 
and  not  merely  in  the  security  market,  and  mnch  of  this 
credit  has  been  foolishly  granted,  as  seems  always  to  be 
the  case  during  periods  of  great  prosperity,  a  period  of 
liquidation  most  follow  to  correct  the  situation.*  Or,  as 
some  state  the  matter :  too  much  action,  as  compared  with 
normal,  is  sure  to  result  in  reaction.*  Credit  implies  cod- 
fidenee  on  the  part  of  creditors  that  debtors  will  be  able 
and  willing  to  repay  loans,  and  it  is  with  this  thought 
in  mind  that  Professor  Jones,  in  his  chapter  on  Credit  and 
Speculation,  makes  the  following  statement : 

' '  To  understand  the  dangers  inhering  in  the  use  of  credit 
it  is  necessary  to  observe  the  sensitiveness  of  the  instru- 
ment. Depending  as  it  does  on  confidence,  it  is  as  change- 
able as  the  course  of  public  thought. The  ex- 
tension of  credit  is  accompanied  by  the  realization  that  if 
any  large  part  of  the  mechanism  of  trade  should  meet  with 
disaster  capable  of  shaking  confidence,  the  result  would  be 
the  withdrawal  of  credit  and  the  consequent  stringency  in  the 
money  market.  A  nervous  watch  is,  therefore,  maintained 
for  such  occurrences  and  the  dread  of  the  headlong  rush  for 
liquidation,  in  which  some  must  inevitably  be  crushed,  al- 
ways lurks  in  the  background  of  modem  industry." 

Effect  of  Eoonomie  Oiisas  on  StoekMarkei  Prioei.— The 
drastic  character  of  stock-market  liquidation  preceding 
our  business  depressions  is  illustrated  by  the  following 
table  of  important  common  stocks.  The  table  refeis  to  the 
lost  three  depreamons,  namely,  those  of  1907,  1914,  snd 
1920-1921,  and  the  several  columns  give  the  high  price  for 
1906,  the  low  for  1907,  the  high  for  1909,  the  low  for  1914, 
the  high  for  I9I6  and  the  low  for  1920-1921  (to  August). 

■  Be0  E.  D.  Jopea,  Beonomie  Critn. 

■  Thii  » the  tbeoiy  that  underiios  tbe  Bsbno  "  Buometer  LetUr  " 
and  tlie  "  BAbaoocbart." 
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(Nemt  fun  Quotatioi)) 


Low  1930, 

orl«21 
(toAii(iMt) 


HlOB       DlT.DSNO       Patino 
ILuLaoADe: 
Atehison,  Topdu  and  SanU 


F«.. 


D  Pacific 

Cbioftgo  and  Northmatom. 

Ddft ware  and  Budaon 

Onat  No  Uwm 

niinoia  Central 


New  York  Centnl.. 
Northern  Padfie. . 

PeimaylTailia 

Rcadiiu 

Union  ndfio 


NON-DlTIDKND    Pa 

Erie." 


laCitySouthorn,.. 

St.  Louia  Southweatern . . 

Southe-n  Railway 

Tea*  Pacific 


American  Bugar 

Uoited    States   Steel    Cor- 
poratioa 


The  foregoing  table  comprises  both  high-priced  divi- 
dend-paying and  low-priced  non-dividend  stocks.  In 
nearly  all  cases  the  highest  prices  were  reached  in  the 
year  preceding  the  decline,  and  both  groups  of  stocks 
show  an  enormous  shrinkage  preceding  the  business  de- 
pression.   Our  economic  crises,  in  other  words,  severely 
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a£Fect  the  pric«B  of  all  claaaeB  of  secnrities,  both  the  good 
and  the  bad.  Estimates  have  been  made  to  indicate  that 
the  market  value  of  New  Torfc  Stock  Exchange  securi- 
ties depreciated  approximately  $6,000,000,000  between  De- 
cember, 1906,  and  November,  1907.  During  the  recent 
decline  of  1920-1921  it  is  safe  to  conclude  that  the  de- 
preciation amounted  to  even  more.  Owing  to  forced  liqui- 
dation, even  gilt-edged  bonds  will  decline  from  eight  to 
ten  per  cent  in  price  in  the  course  of  the  few  months  that 
the  credit  situation  is  most  acute.  The  securities  enumer- 
ated in  the  table  are  only  a  few  to  indicate  what  occurred 
throughout  practically  the  entire  list  of  stock-exchange 
securities,  and  the  same  slump,  it  may  be  added,  also  took 
place  in  the  unlisted  group. 

Analyzing  our  list  more  in  detail,  it  appears  that  the 
average  price  of  the  group  of  well  known,  bigh-dividend 
paying  railroad  stocks  declined  from  a  high  of  165  in 
1906  to  a  low  of  91  in  1907,  or  45  per  cent;  then  rose 
to  an  average  high  of  153  in  1909,  or  68  per  cent;  then 
declined  to  a  low  of  101  in  1914,  or  34  per  cent;  then 
rose  to  a  high  of  124  in  1916,  or  23  per  cent ;  and  then 
declined  to  the  unusual  low  of  72  in  1920-1921,  or  42 
per  cent.  In  the  case  of  certain  individual  stocks,  how- 
ever, the  increases  or  declines  were  much  greater  than 
the  average  referred  to.  For  the  group  of  non-dividend 
railroads  the  increases  or  declines  seem  much  smaller 
when  considered  absolutely,  yet  from  a  relative  stand- 
point, expressed  in  percentages,  such  securities  are 
affected  much  more  during  our  economic  crises  than  are 
the  higb-prieed,  dividend-paying  seciuiUeB.  Thus  the 
average  price  of  our  non-dividend  group  of  stocks,  com- 
paring the  average  high  price  of  38  for  1906  with  the 
average  low  of  13  for  1907,  declined  66  per  cent;  then 
rose  to  an  average  high  of  40  in  1909,  or  20  per  cent ;  then 
declined  to  a  low  of  17  in  1914,  or  58  per  cent ;  then  in- 
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creased  to  a  high  of  33  in  1916,  or  94  per  cent;  and  then 
declined  to  14  in  1920-1921,  or  68  per  cent  With  reqwet 
to  three  very  important  and  nationally  representatiTe  in- 
dofltrialB  the  average  price  declined  54  per  cent  between 
1906  and  1907,  then  increased  93  per  cent  between  1907 
and  1909,  then  declined  51  per  cent  between  1909  and  1914, 
thai  increased  95  per  cent  between  1914  and  1916,  and 
again  declined  57  per  cent  between  1916  and  1920-1921. 

Such  tremendona  flactuations  in  the  price  of  standard 
stocks  abonld  be  a  warning  of  the  great  dangers  con- 
nected with  dealing  on  margin.  Many  of  the  indicated 
price  movementa,  occurring  within  the  course  of  a  single 
year,  represent  the  wiping  out  of  from  three  to  five  mar- 
gins of  20  points  each.  The  folly  of  patting  up  the  major 
portion  of  one's  resources  on  margin  transactions  must  be 
apparent.  And  even  where  purchases  are  ontrigbt,  the 
aforementioned  figures  are  conclusive  proof  of  the  wis- 
dom of  spreading  one's  investment  account  over  nnmer- 
ous  securities  instead  of  placing  sole  dependence  in  one  or 
a  few.  In  the  interest  of  safety  of  principal,  it  is  in- 
finitely better  for  the  average  humble  investor  to  buy  one 
share  in  each  of  10  corporations  than  to  invest  all  in  10 
shares  of  a  single  concern. 

One  other  important  thought  is  suggested  by  the  afore- 
mentioned violent  fluctuations,  and  the  matter  is  men- 
tioned because  of  the  general  desire  on  the  part  of  many 
unthinking  persons  to  buy  large  quantities  of  "cheap" 
non-dividend  stocks,  that  is,  those  selling  much  below 
their  par  value.  The  stock  market,  it  most  always  be 
borne  in  mind,  discounts  the  future,  snd  when  a  stock 
with  a  par  of  |100  sells  at  $10  or  t5  it  means  that  the  com- 
bined judgment  of  the  speculative  world  has  registered 
an  unfavorable  opinion  on  the  stock  in  question.  In  all 
probability  a  receivership  has  been  discounted.  Tet  many 
either  do  not  know  this  fact  or  ignore  it,  and  rush  in  to 
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boy  a  large  lot  of  bqcIi  stock.  It  must  be  apparent  that 
it  would  be  much  better  for  a  person  with  $1,000  to  buy 
10  good  shares,  selling  at  tlOO  a  share  because  they  are 
regarded  as  good,  than  to  bay  20  times  that  many  no-good 
shares,  selling  at  1/20  of  par,  becanse  they  are  regarded  on- 
favorably  by  the  thinking  element  in  the  market.  Most 
generally,  the  porcbasera  of  such  low-priced  stocks  soon 
become  acquainted  with  the  peculiar  feeling  associated 
with  assessment  payments.  Instead  of  receiving  divi- 
dends on  10  shares,  our  purchaser  of  cheap  stocks  is 
likely  to  pay  an  assessment  on  200  shares.  It  may  be 
argued,  of  course,  that  our  foregoing  table  indicates  tre- 
mendous advances  in  the  average  price  of  such  securitiea 
during  periods  of  prosperity,  namely,  208  per  cent  for 
our  group  between  1907  and  1909,  and  94  per  cent  be- 
tween 1914  and  1916,  and  that  the  chances  for  speculative 
gain  are  therefore  very  inviting.  But  admittedly,  this  is 
a  very  hazardous  chance.  In  1907  and  1914  it  happened 
that  the  period  of  business  depression  proved  to  be  com- 
paratively short.  Should  the  opposite  occur  and  the  busi- 
ness depression  be  long  drawn  out,  as  in  1893  for  example, 
corporations  whose  securities  sell  at  very  low  prices  are 
usually  the  first  to  succumb  to  insolvency. 

As  has  been  repeatedly  emphasized  in  this  volume,  the 
stock  market  discounts  business  conditions  from  six 
months  to  two  years  in  advance.  Thus  in  1907,  the  violent 
slump  indicated  in  the  preceding  table  occurred  between 
December,  1906,  and  November,  1907,  or  the  very  period 
when  business  was  being  conducted  on  a  scale  larger  than 
at  any  previous  time  in  our  history.  The  long  and  severe 
decline  of  1920  also  coincided  with  record-breaking  busi- 
ness throughout  the  country.  In  both  instances  the  de- 
pression in  general  business  followed  the  decline  in  the 
security  market.  When  budness  showed  signs  of  slowing 
down  in  1907,  stock-market  liquidation  had  run  ita  course, 
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and  when  bosinesB  wu  at  its  worst  in  190S  the  SMnrity 
market,  Again  discounting  the  fntnre,  was  rising  toward 
the  higher  level  indicated  in  the  third  colomn  of  oar  table. 

Importanoe  of  Uu  "Factor  of  Safety." — Attention  has 
been  called  to  the  importance  of  interpreting  price  varia- 
tions in  terms  of  percentages  instead  of  absolute  amoonts. 
From  this  standpoint,  an;  tabolation  will  show  that  the 
greatest  declines  by  far  during  periods  of  business  depres- 
Don  occnr  in  the  stocks  of  companies  whose  "factor"  or 
"margin  of  safety"  is  small,  that  is,  whose  expenses  of 
operation  and  fixed  charges  are  so  large  as  to  leave  taly  a 
small  balance  of  net  income  for  distribution  to  the  stock- 
holders. In  fact,  every  security,  be  it  a  bond  or  a  stock, 
shoald  be  considered  with  respect  to  the  amount  of  the 
net  income,  after  proper  maintenance  has  been  allowed 
for,  available  for  the  payment  of  interest  or  dividend  on 
the  particular  security  under  consideration.  So  impor- 
tant ia  this  factor  that  elaborate  tables  have  been  pre- 
pared for  the  convenience  of  investors,  giving  the  margin 
of  safety  for  the  securities  of  numerous  corporations. 
Bond  houses  likewise  emphasize  this  factor  when  advertis- 
ing their  security  issues. 

Despite  its  importance,  this  factor  is  ignored  by  probably 
a  majority  of  investors.  Its  importance,  jn  view  of  the  far- 
reaching  effect  of  business  depressions  upon  the  net  income 
of  our  corporations,  is  well  illustrated  by  the  following 
brief  table  in  Gibson's  Cycles  of  Speculation*  The  figures 
used  aim  to  show  the  effect  that  "a  20  per  coit  decline  in 
gross  and  net  earnings"  will  have  as  regards  (1)  acorporft. 
tion  with  fixed  charges  equal  to  75  per  cent  of  net  income ; 
and  (2)  a  corporation  with  fixed  charges  of  only  25  per 
cent.  On  the  basis  of  the  estimates  used,  the  20  per  cent 
decline  in  earnings  resulted  in  a  decrease  of  80  per  cent  in 

■  ThotDM  Qibaon,  The  Cydf  cf  SpteutaUait,  p.  11«. 
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the  sarpliu  of  the  fiist  corporation,  bat  of  only  26  per  cent 
in  that  of  the  sectnuL 

Bunxne  a  20  per  oeot  DectiDe 

Say  E^rnin^ $1,000,000      $800,000 

Expeosee  (70  per  cent)     700,000        600,000 

Het $300,000      $240,000 

If  Fixed  Chaign  75  per  cent -225,000        225,000 

aarjAm  for  dmdcndB $75-,000      $16,000  (Caae  I) 

Decrease 80  per  cent 

If  fixed  Chaigee  26  p»  cent-  76,000  76,000 

$225,000     $165,000  (Case  n) 

26  per  oeot 

Periodiotty  of  BludiMU  DepreuLoni^— Until  recently  at 
least,  a  belief  prevailed  that  panics  and  depressionB  re- 
curred at  regular  intervals  of  about  10  years.'  This  be- 
lief was  caused  no  doabt  by  the  fact  that  for  many  years 
economic  criges,  both  in  this  coontry  and  in  leading 
European  conntries,  occnrred  at  approximately  regular 
intervals.  Tbns  following  the  Civil  War  we  have  had 
ssch  crises  occur  in  1873, 1883, 1893, 1903, 1907, 1913-1914, 
and  1920-1921.  It  is  also  worthy  of  note  that  depresmons 
in  the  United  States  have  either  been  concurrent  with,  or 
wore  immediately  preceded  or  followed  by  a  similar 
phenomenon  in  other  leading  countries. 

Too  much  importance,  however,  should  not  be  attached 
to  the  particular  number  of  years  comprising  the  so-called 
"trade  cycle."  The  panic  of  1907  with  its  accompanying 
business  depression  of  1908,  and  the  stock-market  decline 
of  1920  with  its  accompanying  bosiness  depressioji  of 
1921,  are  certainly  exceptions  to  the  so-called  "ten  year 
cycle"  commonly  referred  to  by  writers.    Similarly,  our 
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bnnness  depressioiis  of  the  past  have  differed  greatly 
from  one  another  in  the  length  of  time  they  have  lasted, 
sometimes  spending  their  force  in  one  year  and  at  other 
times  extending  over  two,  three,  and  even  four  yean. 

The  Trade  Oyole  Described. — Expressed  in  the  form  of 
a  diagram,  the  so-called  "trade  cycle"  really  assomes  the 
form  of  a  sort  of  semi-cycle,  that  is,  the  foor,  five,  or  more 
years  of  trade  improvement  usually  collapses  within  a 
year  or  two.  In  other  words,  the  downward  movem^ 
has  in  the  past  been  much  more  rapid  than  the  upward 
one.  The  following  outline  indicates  the  main  stages  of 
a  typical  trade  cycle,  beginning  with  the  period  of  busi- 
ness depression  and  then  following  in  order  to  the  periods 
of  reviving  business,  of  new  enterprises,  of  intense  pros- 
perity, and  finally,  of  violent  security  and  commodity 
liquidation.*  In  connection  with  each  of  these  periods, 
mention  is  made  of  leading  conditions  as  they  relate  to  (1) 
business,  (2)  banking,  and  {3)  the  security  market. 
There  is  no  intention,  however,  to  give  the  impression  that 
the  several  stages  referred  to  can  be  sharply  separated. 
Instead,  they  blend  into  one  another  and  at  times  some  of 
the  conditions  usually  attributed  to  a  particular  stage  may 
appear  somewhat  earlier  or  later.  Nor  is  there  any  inten- 
tion to  indicate  the  duration  of  any  of  the  stages,  because 
the  theory  of  regularity  of  time  is  no  more  applicable 
here  than  it  is  with  respect  to  the  cycle  as  a  whole. 

1.  Period  or  BtJSiNESS  Deprbssioh  : 

(a)  Btuinest. — Great  dullness  in  busineas.  Heavy  liqui- 
dation in  the  commodity  markets,  and  a  severe  cur- 
tailment of  production.    Merchants  and  manofactnr- 


■Thii  mtunl  diviaton  ot  the  eyole  hM  beai  genenDr  ulopM 
by  moat  wnt«n  on  the  Bubject,  See  eBpedaUv  ibid.,  tad  R.  W.  Bab- 
(on,  BtMincM  Baramtltn  for  Anttdjiaiing  Conaitiam*. 
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era,  coDironted  vith  heavy  loSBea,  resnltiiig  from  de- 
clining commodity  prices,  seek  to  cancel  thedr  con- 
tracts for  purchases  at  higher  prices.  Prc^ts  are 
greatly  reduced.  Purchases  for  future  deUvery  are 
placed  only  sparingly,  and  merchants  boy  only  what 
can  be  immediately  maz^eted.  Many  employees  dis- 
charged or  placed  on  part  time.  Decreased  income 
of  both  employers  and  employees  means  decreased 
purchasing  pow^,  and  smaller  purchasing  power 
means  smaller  sales  and  reduced  producti<nL  A 
general  effort  at  economy  is  everywhere  present,  thus 
further  curtailing  production.  Few  or  no  invest- 
ments  are  made  in  new  aiterprises,  while  ^ri^rting 
industries  eliminate  improvements  and  cut  down  on 
muntenance.  Extreme  caution  prevails  in  all  lines 
of  business.  Newspapers  give  us  our  daily  dose  of 
blue  news.  Insolvencies  are  numerous  and  employ- 
moit  problems  serious. 

(6)  Banking. — The  ratio  of  deposits  and  cash  to  loans 
greatly  increases.  Honey  tends  to  become  a  drug 
<m  the  market  Interest  rates  are  therefore  low, 
especially  on  demand  loans. 

(c)  Security  Market. — ^The  market  has  discounted  the 
depression.  The  worst  is  known  and  liquidation  has 
run  its  course.  While  dull  and  low  in  price,  the 
marfcet  is  firm  and  in  a  "sold  out  condition."  These 
who  know  are  accumulating  securities  at  low  prices 
from  those  who  do  not  know  in  anticipation  of  better 
times  to  come.  Many  who  are  poorly  fortified  finan- 
cially are  still  forced  to  sell  secnrities  because  of 
losses  in  their  regolar  bnslDess.  Manipulation  oo- 
curs  in  certain  securities  to  convey  the  impressitm 
of  weakness  to  the  unknowing.  Little  effort  is  made 
to  bid  up  prices,  owing  to  the  desire  on  the  part  of 
discerning  buyers  to  accumulate  large  lines  at  pr^ 
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vailing  low  prices.  The  general  pnblie  acts  on  the 
basis  of  what  is  seen,  heard,  and  read,  and  is,  there- 
fore, frightened  out  of  the  market  Low  interest 
rates  make  it  possible  for  large  operatora  to  acetuna- 
late  extensive  lines  of  good  secarities.  Priees  of 
good  bonds  and  stocks  are  showing  a  strong  tenden^ 
to  rise. 

2.  Period  of  Reviviko  Businbss  : 

(a)  Butineu. — Some  apparently  important  evfflit,  or 
evoits,  enthosiastically  taken  up  by  the  press,  tends 
to  revive  confidence,  which  is  the  basis  of  credit.  The 
discerning,  in  expectation  of  better  times,  begin  to 
acquire  raw  materials,  finished  goods,  and  industrial 
plants  in  advance  at  low  prices.  The  liquidation  in 
commodity  markets  has  not  only  mn  its  coarse,  but 
in  certain  lines  prices  show  distinct  signs  of  improv- 
ing, which  improvement  is  londly  heralded  in  the 
press.  Sellers  are  now  beginning  to  fix  prices  in- 
stead of  having  bayers  do  this  as  in  the  preceding 
stage.  Buyers  are  purchasing  quickly  what  in  the 
previous  stage  would  have  been  acquired  cau- 
tiously. Labor  has  also  been  liquidated,  and  is  now 
in  the  proper  frame  of  mind  to  woHl  Industries 
generally  are  gradually  increasing  their  output  to 
normal  capacity.  Unemployment  is  disappearing, 
and  owing  to  the  spirit  of  economy  acquired  in  the 
previous  stage,  capital  is  rapidly  accumulating. 
(6)  Banking. — Cash  holdings  are  rapidly  aocumulating 
and  pressure  of  capital  is  beginning  to  assert  itself. 
The  ratio  of  deposits  and  cash  to  loans  is  very  satis- 
factory, although  loans  are  increasing  in  view  of 
reviving  business.  Interest  rates  are  low  and  credit 
abundant.  There  is  accordingly  much  arbitraging 
between  interest  and  dividend  returns  on  good  se- 
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coritifls  and  the  low  interest  rates  on  borrowed 
funds, 
(c)  Security  M(a-Jut. — ^Arbitraging  between  the  retom 
on  secnritiee  and  interest  on  loans,  as  noted,  is  very 
prevalent.  Operati<nui  of  the  "irresistible  speeolo- 
tor"  are  becoming  more  and  more  apparent.  Hav- 
ing  acenmtilated  large  lines  of  stocte  dnring  the  pre- 
TiooB  period,  large  operators  are  now  bidding  pricea 
np.  Stodc  and  bond  prices  are  rising  rapidly,  parU^ 
becanse  a  brj^ter  fntnre  is  being  disconnted  and 
partly  beca^iae  of  the  advantages  of  the  aforemen- 
tioned arbitra^ng.  The  general  pnblic,  still  vividly 
recalling  the  enormoos  declines  of  the  recent  past, 
are  skeptical  and  by  no  means  ctmvinced  of  a  per- 
manent improvement. 

3.  Pbbiod  <v  New  ENTEBPitsas: 

(a)  BnsiMts. — The  momentum  of  the  preceding  stage 
reaches  a  point  where  industries  are  wortdng  to  their 
fnU  capacity  and  where  the  volome  of  bumnea 
offered  is  each  as  to  require  the  establishment  of  new 
project&  The  promoter  now  appears  on  the  scene 
with  bis  nomerons  propositions  in  mining,  real 
estate,  mannf  actnring,  etc  Snfficieut  capital  has  ao- 
eomolated  to  assure  the  succeasfnl  distribntiou  to 
the  pobUc  of  the  necessary  stocks  and  bonds.  Bbsi- 
neas  men  are  also  pyramiding,  that  is,  building 
their  plants  larger  and  larger  with  borrowed  funds. 
Commodity  prices  genrally  are  also  rising  ma- 
terially. 
(6)  Banking. — Loans  are  rapidly  increasing  at  the  ez< 
pense  of  p-wa^i  holdings  and  also  increasing  faster 
than  deposits.  A  goodly  proportion  of  these  loans, 
are  nnwisdy  placed  and  will  later  be  lost    Credit 
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IB  also  finding  its  wa?  to  an  increasing  exteot  in  pro- 
perties that  are  not  liqtiid  in  character.  Interest 
rates'  are  hardening  although  not  jet  exceptionally 
high, 
(c)  Security  Market. — Stocks  have  reached  a  high  lerd 
and  are  active.  Previous  accnmnlations  by  those 
who  discounted  the  sitoation  correctly  are  already 
bdng  liquidated  in  part.  The  public  is  thoron^ily 
interested.  Bonds  have  reached  their  top,  and  in- 
finenced  by  rising  interest  rates  on  money,  are  show- 
ing a  distinct  tendency  to  decline. 

4.  Period  or  Intensk  Prospkritt  : 

(a)  Buaineu. — Great  prosperity  in  bnsinesB  gimerally. 
A  real-estate  boom.  Continned  flotation  of  new  en- 
terprises on  a  large  scale.  Indnstries  working 
overtime  and  yet  nnable  to  handle  the  business. 
Practically  all  indnstries  are  in  the  market  for  addi- 
tional  funds,  and  securities  are  readily  sold  to  a 
willing  public  that  acts  on  the  basis  of  the  very 
favorable  news  of  the  day.  Continued  pyramiding 
in  all  lines  of  business  on  a  large  scale.  Attitude 
qnite  general  that  good  times  will  last  indefinitely. 
Labor  exceedinglyBcarce,  wages  high  and  rapidly  in- 
creasing, and  strikes  nnmerons.  Qreat  inefficiency 
of  labor  nearly  everywhere.  Commodity  prices  ex- 
ceedingly high.  An  alarming  absence  of  thrift,  and 
a  spirit  of  wastefulness.  Newspaper  comment  ex- 
ceedingly rosy,  and  universal  condemnation  of  all 
who  dare  to  call  attention  to  the  hazards  of  the  situa- 
tion. 
{b)  Banking. — Loans  increasing  alarmingly  as  compared 
with  deposits  and  cash  holdings.     Tbe  proportion 
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of  tmwise  loans  in«reaBme  rapidly.  Intenat  rates, 
both  time  and  call,  very  high.  Demand  loans,  rap- 
ported  hy  stock-exchange  collateral,  are  freqaeotly 
liqnidated  to  prevent  time-loan  rates  from  soaring 
too  hi^ 
(c)  Security  Market. — ^Bond  pricea  have  declined  ma- 
terially, and  show  a  very  weak  tendeaicy.  Violent 
activity  in  the  stock  market  without,  however,  any 
radical  change  in  the  average  price  level,  which  as 
yet  is  only  declining  gradually.  Just  as  during  tha 
period  of  boaineSB  depression  stocks  were  doll  and 
firm  and  were  being  accumulated,  so  now  th«y  ara 
active  and  weak  and  are  being  distributed.  Those 
who  know  with  respect  to  the  fatnre  are  now  anzioos 
to  convert  their  secorities  into  cash,  just  aa  during 
the  pmod  of  bosineBS  depreanon  th^  were  anzions 
to  change  their  caah  into  secnritiee.  Manipulation 
IB  very  prevalent  and  the  matket  is  made  to  look 
strong  in  spots  in  order  to  facilitate  distribution 
in  other  places.  Financial  news  is  very  rosy  and 
favorable  interviews  by  prominent  persons  very 
numerona.  Frank  statements  with  respect  to  the  fu- 
ture are  certainly  not  invited  and  the  street  baa 
little  use  for  pessimistic  talk.  The  general  public 
is  again  acting  on  what  is  seen,  heard,  and  read. 
Those  who  know  are  succeeding,  therefore,  in  distri- 
buting their  holdings  to  those  who  do  not  know. 
Their  work  is  facilitated  by  the  publication  of  large 
corporate  -  earnings,  numerous  dividend  increases, 
and  luscious  melon  cuttings.  Kany  sales  are  made 
by  those,  who,  anticipating  much  lower  prices,  are 
selling  short  securities  that  they  do  not  own, 
but  this  group  it  may  be  added  does  not  talk. 
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6.  Perich>  of  Violent  Lkjuidation  in  the  SBomiTT  Hab- 
ket: 

(a)  Butiruss  and  Banking. — ^Indostrial  conations  are 
still  booming  and  all  the  earmarks  noted  for  the 
preceding  period  are  still  apparait.  Money  ratee 
are  exceedingly  high  and  bank  loans  have  oatdia- 
tanced  deposits.  In  their  effort  to  rednce  loans, 
banks  are  calling  demand  loans  and  there  is  mach 
liquidation  of  the  stock  and  bond  collateral  aeenring 
SQch  loans.  Owing  to  credit  stringency  new  secniity 
flotations  are  meeting  with  difficulty,  althoo^  in- 
nomerable  corporations  are  in  the  maricet  for  fnnda. 

(fe)  Security  Market, — What  was  known  by  the  limited 
few  only  a  few  months  previoiujy  is  now  gradoally 
percolating  into  the  lower  ranks  of  intelligence  aboat 
such  matters.  Dreams  of  still  higher  stock-mariiet 
prices,  it  is  gradually  being  realized  by  the  rank  and 
file,  are  not  to  become  realities.  At  first  prices  de- 
cline slowly,  but  as  they  continae  to  reach  a  lower 
and  low»  lever,  one  strata  of  security  holders  after 
another  becomes  wise.  Before  lot^  they  nearly  all 
seem  to  be  of  one  mind,  and  nearly  all  desire  to  do 
the  same  thing,  namely,  seU.  The  momaitom  of 
liquidation  increases  until  the  market  often  exper- 
iences periods  of  demoralization.  At  such  times 
short-sellers  fortunately  enter  the  market  as  a  sta- 
bilizing force  to  cover  on  their  short  contracts  in 
order  to  take  their  profits.  Leading  flnntuHftl  inter- 
ests also  step  in  to  support  such  mai^ets  with  baying 
wders.  But  despite  such  temporary  and  wholesmne 
checks,  spread  more  or  less  over  the  conrse  of  one 
or  two  years,  the  liquidation  continues  until  the  gen- 
eral price  level  reaches  a  point  sufBciently  low 
to  induce  the  discerning  dement  in  the  market  to 
again  undertake  the  accumulatim  of  secorities.   Fol- 
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lowing  tluB  drastic  liqaidation,  vbich  has  BraaetimeB 
but  not  alwayB  been  accompanied  by  serioiu  banking 
difficnlties,  the  country  will  again  enter  into  the 
period  of  indostrial  depression  with  which  we  b^sn 
this  outline  of  the  trade  cj^cle. 

BwooMtrie  IndieM  of  Tnde.-<r>Tbe  approximate  deter- 
mhiation  of  which  of  the  aforementioned  periods  of  the 
trade  cycle  the  country  is  experiencing  is  necessarily  a 
statistical  one.  For  tills  porpoBe  variona  groups  of  sta- 
tisties,  so-called  "barometers"  or  "indices"  of  trade,  are 
commonly  conHolted  and  periodically  published  in  the 
leading  financial  jonmals.  Whatever  may  be  thought  of 
the  value  of  this  data  from  the  standpoint  of  forecasting 
future  conditions,  a  matter  that  vitally  affects  stock-mar- 
ket prices,  since  the  stock  market  is  essentially  a  discount- 
ing agency,  there  can  be  no  question  that  a  correct  com- 
pilation of  the  data  fnmiabes  a  fairly  accurate  view  of 
the  condition  of  trade  for  the  time  being,  and  famishes 
the  basis  upon  which  secnrity  owners,  when  comparing 
the  present  showing  with  that  of  previous  periods,  may 
exercise  their  judgment  as  to  the  future.  The  following 
list  gives  the  principal  barometers  of  trade  sa  pabUsed 
periodically  ;* 

New  building  permits  in  the  leading  cities. 
Total  bank  clearings  of  the  United  States. 
Bank  clearings,  exclusive  of  New  York  City. 
Ntunber  and  liabilities  of  bnsineas  faflorea. 
Labor  conditions. 
Bank  statements. 


*  For  »  deUiled  stattnuot  *4  the  figone  for  all  of  ttwae  u  mitt 
as  mne  addittonal  bwomatan  aee  BabHm'a  De^  Sheet  of  BUtietio*! 
l^Ues  mud  Ctutta.  Hw  figuiM  are  here  givflo  by  months  for  a 
period  of  nine  jwen  and  kept  iq>  to  data  by  the  iiwunoe  of  a  new  iheet 
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Exports  of  merchsndise. 

Imports  of  merchandise. 

Money  rates. 

American  and  foreign  commodity  prices  as  jndged  by 

various  standard  commodity  index  nombers. 
Shares  traded  on  the  New  York  Stock  E!xehange. 
Bonds  traded  on  the  Neir  York  Stock  Exchange. 
CkHnpodte  price  of  representative  bonds  and  stocks. 
Crop  statistics. 

Production  and  price  of  pig  iron. 
Unfilled  tonnage  of  United  States  Steel  Corporation. 
Frodaetion  and  price  of  copper. 
Idle  car  fignres. 

Bailroad  gross  earnings  per  mile. 
New  securities  Issned. 
New  incorporations. 

An  examination  of  the  statistical  record  of  the  various 
indices  of  trade  for  any  of  our  recent  trade  cycles  indi- 
cates that  almost  invariably  the  best  showing  is  made  at 
the  time  when  the  security  market  is  undergoing  its  most 
violent  liquidation,  that  is,  when  it  is  discounting  an  in- 
dustrial depression.  Thus  with  reference  to  the  severe 
stock-market  decline  during  practically  all  of  1920,  it  is 
noteworthy,  for  example,  that  the  number  of  humnese 
failures  for  the  first  eight  months  of  that  year  aggregated 
only  4,423,  a  most  excellent  showing,  whereas  during  the 
first  eight  months  of  1921,'  when  the  stock  market  had 
apparently  been  thoroughly  liquidated,  such  failures  num- 
bered 12,078.  Similarly,  for  the  first  eight  months  of  1920 
total  bank  clearings  aggregated  $303,000,000,000,  the 
highest  on  record  by  far,  while  during  the  first  eight 
months  of  1921  they  totaled  only  $234,000,000,000.     For 

'  The  latcat  figurtt  available  at  the  time  of  writins. 
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the  flame  two  periodfl,  pig  iron  prodnetion  stood  at  24,354,- 
000  and  11,247,000  tons,  respectiTely ;  unfilled  tonnage  of 
the  United  States  Steel  Corporation,  10,361,142  and  5.820,- 
953  tons ;  copper  production,  616,000,000  and  388,000,000 
pounds ;  and  idle-car  figores,  a  net  shortage  of  124,226  in 
Aogost,  1920,  and  a  sorplos  of  294,420  for  the  correspond- 
ing month  of  1921.  Other  indices  likewise  show  the  rec- 
ord-hreaking  bosiness  conditions  of  1920  and  the  severe 
bnsmeas  slump  of  1921.  In  other  words,  when  bnsinesp 
conditions  are  the  best,  as  revealed  hy  statistics  extending 
over  several  of  oor  previous  cycles  of  trade,  there  is  ample 
reason  for  the  exercise  of  caution  as  regards  the  fntore.* 


Rocv  W.  Babson.  Burinett  Banmdenfor  Aniieipaiiag  Condittofu. 
J.  H.  Bnx&mire,  Methods  of  BiuditeM  Forecasting  Baaed  oa  F^mda- 

mmtal  Statistics,  American  Eamomie  Beneto,  March,   1918, 

vrf.  iii,  No.  1,  pp.  43-S8. 
M.  T.  Copeland,  Statistical  Indices  of  Buatness  Conditions,  Quar- 

ler^  Jourtiai  t^  Eaonomia,  voL  xxix,  I^^^,  ISlfi,  pp.  1-41. 
"HiomBfl  Gibson,  The  Cyde*  c^  Speculation,  dbap.  II  on  "Cycles  of 

Speculation,"   pp.   114-117,   dealing  with   "The   Factor  of 

Safety." 
R  D.  Jones,  Soonoimc  Criaet^  mxaally  Ch^n.  VII,  Till  and  IX. 
Bdwio-Btown,  A.,  "Economic  Crtses  and  Stock  Security  Values," 

puMisbed  in  "Stocks  and  the  Stock  Maricet."    AnnaU  qf  the 

American  Aeadeti^f  of  Political  and  Social  Science,  May,  1910, 
K>.  164-163. 


bar  of  ttade  indioeB  into  a  "  oompoaite  ptot." 
irtiat  the  figona  ahow  for  the  pnsent  state  oa  bunn 

have  been  made  to  deduoe  ruW  that,  invieir  of  tl „ 

tv  the  data  for  the  time  being,  are  oooaidend  by  the  anthors  of 
theae  oonuMaite  pk>ta  as  a  valudttle  aid  in  judging  future  tendanaea. 
In  faM,  toia  phaM  of  the  subject  has  probably  received  the  thou^t 
of  more  thinken  on  ato<&-fnarket  aSain  than  anv  other.    Two  audi 


CHAPTER  XX 
MANIPULATION  OF  SECmtlTY  PBICES 

BeIfttiT«  ImporUnoe  of  the  Taetor. — ^Mauipnlation  is 
dHBcnlt  to  define  and  couTcys  the  idea  of  artjficially  in- 
finencing  prices.  Some  writers  have  defined  the  term  aa 
meaning:  "Patting  prices  ap  or  down  by  virtue  of  abil- 
ity to  do  so".  Perhaps  no  other  phase  of  the  market  has 
been  so  widely  discussed  in  recent  years  as  this  one.  Yet, 
in  its  effect  upon  prices  in  the  long  ran  manipulation  haa 
less  bearing  than  the  other  factors  discussed  in  this  toI- 
ome.  Its  effect  upon  individaal  securities  is  often  very 
important,  bat  as  regards  the  market  as  a  whole,  except 
in  relatively  few  instances,  the  influence  of  manipulation 
in  moderate.  Substantial  changes  in  stock-market  prices, 
covering  long  periods  of  time,  are  primarily  due  to 
changes  in  the  valae  of  the  properties  represented,  and 
manipTdation,  as  an  independent  factor  in  price-making 
and  running  counter  to  natural  market  tendencies,  is  only 
secondary  in  importance. 

fraudulent  Methods  of  Kanipnlation. — Circulation  of 
Faite  Information. — Reference  is  had  to  ( 1 )  the  fraudulent 
management  of  properties  and  the  issuance  of  fraudulent 
or  deceptive  reports  or  prospectuses,  and  (2)  the  spread- 
ing of  false  "tips,"  rumors,  or  news.  While  important  in 
the  past,  the  first  of  these  methods  is  constantly  assaming 
smaller  proportions  owing  to  the  standardization  and  the 
more  frequent  publication  of  detailed  accounts  on  the  part 
of  corporations.  The  second  method,  however,  is  stUl  ex- 
orting  its  baneful  influence  to  an  alarming  degree.    From 
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the  standpoint  of  the  Exchanges  improper  adTertising,  em- 
ployment of  representatJTM  of  the  press,  and  the  circula- 
tion in  any  manner  of  rumors  of  a  sensational  character 
are  strietly  forbidden  to  all  members.^  Bnt  the  enforce- 
ment of  proper  conduct  upon  exchange  members  will  not 
prercnt  outsiders  from  continuing  the  objectionable  prac- 
tice Improvement  in  this  direction  can  be  affected  only 
through  a  better  informed  public  and  a  higher  standard 
of  honor  by  newspapers,  jonmals,  and  other  pnblications 
in  the  acceptance  of  financial  news  for  distribution. 

"Wash  Sales"  and  "Matched  Orders." — ^Although  gene- 
rally used  interchangeably,  probaUy  because  the  reanltiug 
consequences  are  similar,, these  two  terms  really  have  refer- 
ence to  different  practices. 

Wash  sales  are  purely  fictitious  in  character,  that  is, 
pretended  sales.  One  party,  for  example,  who  wishes  to 
have  a  given  stock  appear  in  the  official  quotation  list  at 
a  higher  price  than  could  be  established  throuf^  bona  fide 
sales,  will  arrange  with  some  other  person  to  take  the  stock 
when  ofilered  for  sole  at  the  jnfiated  price.  The  buyer, 
however,  will  not  be  held  responsible  financially  since  he 
acta  merely  as  a  co-conspirator  with  the  seller  who  wishes 
to  inflate  the  quotation.  Besides  inflating  the  quotation  of 
the  stock  fiotitioasly,  this  method  may  result  in  one  of  two 
things:  (1)  it  may  keep  the  stock  quoted  in  case  it  is  an 
inactive  security;  or  (2)  it  may  arouse  a  sufficient  interest 


rdfttmg  to  t^  pablintion  of  Kay  KdvwUaauitMt  of  other  t  —  _ 
■taiotiy  legitiin>t«  businMB  elurftctv,  tad  the  prohibitioD  of  tba  nse 
of  okteh  phraBM;  p.  102,  relating  to  toe  direct  or  iodireot  employmtnt 
<tf  repreoeDtatma  of  the  pren  with  a  vinr  to  obtkiniiu  Mvaaee  or 
eoofiacatutl  information;  p.  103,  relating  to  the  prohibition  in  any 
tii)miw  of  rumoTB  of  a  Moaattonal  cbaraoter  by  mcmbcvs  of  the 
Exchange  or  tbur  finqa;  and  p.  76,  relating  to  the  remunention  of  all 
empk^ecB  by  fixed  Muraa,  not  vaiTin^  with  the  buaineM. 
AUD  ne  the  New  Yoii  lAwa,  relating  to  the  frandnlHit  ^me  o< 
■tonka  and  bonda  CPoial  Code,  Sec.  £91,  as  snuoded  by  L.  1883,  Cb»p. 
682,  See.  IS). 


826  THE  STOCK  MARKET 

in  the  itoek  on  the  part  of  the  unknowing,  owing  to  its 
apparent  activity  and  strength,  to  caoBe  many  to  pnrchaae 
at  the  inflated  price.  Waab  sales  are  tcMlay  prohibited  by 
exchanges  thron^oat  the  coontry.  To  illostrate,  the  mles 
of  the  New  Yoik  Stock  Exchange  provide  that  :* 

"Fictitioiu  tranaactions  are  forbidden.  A  member  of  th« 
Exchange  or  a  member  of  a  firm  represented  thereon  who 
ahall  give  or  with  knowledge  execnte  an  order  for  the 
ptirchase  or  sale  of  secoiities  which  would  involve  no 
change  of  ownership,  shall  be  deemed  guilty  of  conduct 
or  proceeding  inconsistent  with  just  and  equitable  prin- 
ciples of  trade,  an^  punished  as  prescribed  in  Section  6 
of  Article  XVII  of  the  ConstitTition. " 

Matched  orders  refer  to  the  practice  of  nsing  two  (or 
more)  brokers,  one  to  buy  and  the  other  to  sell  the  same 
stock  at  the  same  time,  and  in  this  way  to  get  prices  either 
to  rise  higher  or  decline  lower  than  would  be  the  case  if 
the  market  were  infloenced  solely  by  bona  fide  bids  or  offers. 
The  transactions,  however,  are  actually  made  on  the  floor 
of  the  exchange  by  the  various  employed  brokers  who,  in 
executing  the  orders,  may  be  oitirely  ignorant  of  the  fact 
that  their  client  has  given  opposite  but  corresponding 
orders  to  other  brokers.  In  fact,  success  in  this  type  of 
manipulation  depends  largely  upon  the  operator's  ability 
to  conceal  his  purpose,  which  is  either  to  liquidate  or  to 
accumulate  the  security  in  question  when  the  desired 
price  level  has  been  established.  Extensive  campaigns 
of  tliia  aort  are  frequently  conducted  by  pools,  that  is, 
a  number  of  manipulators  will  combine  their  interests 
under  a  pool  manager  and,  subject  to  the  terms  of  some 
agreement,  the  manager  will  employ  numerous  brokers 
to  accomplish  the  purpose  of  the  pool  or  syndicate. 

iCcMtftitutionoftheNewYorkStoekExahsitgB,  1920,  p.  00. 
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It  is  apparent  that  the  effect  of  sncli  tactics  is  similar 
to  that  prodaced  by  means  of  wash  sales.  Althoogh  the 
purchases  and  sales  are  actoally  made,  there  is  really  no 
tona  fide  change  of  ownership  involved,  mnce  the  same 
owner,  who  is  giving  the  opposite  bat  corresponding  or- 
ders, is  either  buying  from,  or  sdling  to,  himself.  As  in 
the  case  of  wash  sales,  matched  orders  are  osed  artificial^ 
to  inflate  or  depress  prices  with  a  view  to  making  the 
stock  appear  active  when  otherwise  it  might  be  inactive 
and  to  caose  miknowing  participants  in  the  market  to 
be  misled,  owing  to  the  apparent  activity  and  strength 
or  weakness  of  the  stock,  into  buying  or  selling  the  secnr- 
ity  in  question.  Matched  orders  are  prohibited  by  ex- 
changes,* bat  the  enforcement  of  the  role  among  mem- 
bers of  the  exchange  will  not  prevent  oatside  operators 
from  resorting  to  the  practice  through  the  employment  of 
brokers  who  might  be  entirely  unaware  of  the  actions 
of  their  principals.  In  1913  the  State  of  New  York  passed 
legislation  directed  against  this  practice,*  but  the  effi- 
cacy of  Boch  legislation  is  very  donbtfol  since  the  orders 
may  emanate  oatside  the  State  of  New  York  and  the 
brokers  involved  be  ignorant  of  the  fact  that  the  sales 
and  purchases  do  not  represent  a  bona  fide  transfer  of 
ownership. 

Manipulative  Oampaigns  Planned  with  Befaranee  to 
Future  Conditions. — When  accumulating  or  distributing 
large  lines  of  stock,  individual  operators  or  "pools"  will 
often  resort  to  the  most  successful  methods  of  accomplish- 
ing their  purpose  without  attracting  attention.  Thus^ 
after  a  violent  period  of  liqaidation,  an  operator  may 
wish  to  accumulate  a  large  line  of  one  or  more  stocks  in 
anticipation  of  a  future  rise.    Time  is  required  to  make 

I*  ■  Ibid.,  lelatjng  to  the  prohibition  of  the  exeoution  of  sny  order 
that  doea  not  involve  ft'chuue  of  ownenhu). 
*  U.WB  of  1913,  C%Kp.  253. 
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■nch  an  aectunnlAtioii,  since  bidding  for  the  stock  wUl 
tend  to  raise  the  price  unduly.  Oar  operator  will  pur- 
ohase  whenever  weakness  develops,  bat  should  the  price 
manifest  an  tindae  tendency  to  rise  prematarely  he  will 
sell  in  order  to  depress  the  price.  In  other  words,  he 
boys  and  sella  day  after  day,  bat  is  careful,  since  his  par- 
pose  is  ftccomolation,  to  buy  gradaally  more  than  he  sells. 
By  skillfnl  manenvering  he  may  make  the  market  appear 
weak  to  the  general  public  at  the  very  time  when  a  care- 
ful analyns  would  show  it  to  be  firm.  Qenerally,  follow- 
ing a  period  of  great  decline  in  prices,  such  operations 
may  cause  the  market  to  seesaw  back  and  forth  within 
comparatively  small  price  limits  and  for  bo  long  a  period 
of  time  aa  to  tax  the  utmost  patience  of  the  average 
speculator  or  investor.  Gradually  the  desired  line  of 
■ecurities  is  accumulated,  whereas  the  unknowing,  in- 
fluenced by  the  apparent  weakness  of  the  market  and  their 
impatience  at  not  seeing  the  market  improve,  dispose  of 
their  holdings. 

Again,  following  a  long  and  substantial  rise  in  prices,  an 
operator  may  wish  to  distribute  the  line  of  securities  he 
has  accumulated  at  lower  prices.  Time  is  again  required 
to  accomplish  snch  distribution.  To  throw  the  securi- 
ties upon  the  market  in  large  quantities  would  tend  to 
depress  prices  unduly  before  oar  operator  has  accom- 
plished his  purpose.  Accordingly,  our  operator  will  this 
tine  follow  the  plan  of  selling  whenever  strength  develops, 
bat  should  the  price  show  an  undue  tendency  to  fall  pre- 
mattirely  he  will  buy  in  order  to  steady  or  raise  the 
prices.  He  will  again  sell  and  buy  day  after  day,  for 
months,  if  necessary.  Bat  this  time  he  is  careful,  since  his 
purpose  is  distribution,  gradually  to  sell  more  than  he 
buys.  Thua,  again  by  skillful  manipulation,  he  may  make 
the  market  appear  strong  to  the  general  public  at  the 
very  time  when  careful  analysis  would  show  it  to  be  dis- 
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playing  a  weak  tendency.  Following  a  period  of  great 
increase  in  prices,  sach  operations  may  again  caose  the 
market  to  seasaw  back  and  forth  within  comparatively 
small  priee  limits.  The  desired  line  of  securities  is  gradu- 
ally distributed,  whereas  the  uaknowing,  influenced  by  the 
apparent  strength  of  the  market,  become  bnyers. 

Manipolation  of  this  sort  haa  been  referred  to  as  be- 
longing to  "the  higher  type,"  and  to  constitute  "the  fine 
art  of  buying  and  selling  stocks  to  the  best  advantage. ' '  * 
Better  to  conceal  his  purpose,  this  type  of  manipulator 
usually  employs  a  considerable  number  of  brokers,  buy- 
ing through  some  and  selling  through  others  at  the  same 
time.  So  many  orders  may  be  given,  and  his  position  with 
the  several  brokers  he  uses  may  be  changed  so  frequently, 
as  to  make  detection  of  his  market  position  impossihle. 
But  through  all  the  labyrinth  of  his  numerous  deals  he  is 
careful  to  make  his  profits  exceed  his  losses  so  that  the 
net  result  of  all  hi»  transactions  will  be  satisfactory.  To 
dispose  of  one  particular  stock  it  may  be  necessary  for 
this  manipulator  to  strengthen  the  market  by  purchases 
in  other  directions.  Or,  as  the  saying  is,  certain  stocks 
will  be  sold  under  cover  of  the  strength  of  others.  Befer- 
ring  particularly  to  this  type  of  manipulation,  Sereno  S. 
Pratt  draws  the  following  ^client  analogy : 

"The  manipulator  in  stocks  is  like  the  manipulator  in 
politics,  who  pulls  tbe^  wires,  which  are  generally  under- 
ground, in  order  to  control  conventions  and  make  nomina- 
tions. But  the  politician,  while  thus  engaged,  can  not 
entirely  ignore  the  potency  of  public  policies,  and  can  not 
defy  too  long  the  will  of  the  people,  or  he  may  be  over- 
whelmed. So  the  manipulator  in  stocks,  by  pulling  con- 
cealed wires  and  by  a  scientific  arrangement  of  his  forces 
as  intricate  and  fascinating  as  a  game  of  chess,  is  able  to 

*amBoB.Pn,tt,'nuWorkafW<a3trml,p.MS. 
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make  prieea.  But  he  most  nerertheless  cot  go  too  far  from 
the  tnie  baau  of  value,  or  even  he  may  be  ovenrhetmed 
in  the  market." 

Ibnlpotatioa  Dedgiwd  to  Make  a  Market  for  V«w 
lunaa. — When  tmaccompanied  hy  matched  orders,  this 
method  is  not  DeeeBsarily  objectionable,  and  may  actnallj 
prove  beneficial.*  Experience  haa  shown  that  targe  issaes 
of  new  secTiritiea  most,  as  a  mle,  be  sold  in  the  first 
instance  to  some  underwriting  syndicate,  which  will,  in 
torn,  dispose  of  the  issnes  to  middlemen,  and  throagh 
them,  in  the  course  of  time,  to  investors.  Market  condi- 
tions must,  however,  seem  attractive  in  order  to  induce 
investors  to  porchase  the  secorities.  Moreover,  the  sale 
of  the  individual  secority  will  be  benefited  if  investors 
observe  its  regular  appearance  in  the  quotations  of  some 
excliange. 

To  effect  these  purposes,  the  flotation  of  large  issues 
is  often  preceded  by  the  judicious  preparation  of  the 
general  market.  A  declining  market  may  be  supported  by 
purchases  or  may  even  be  given  a  rising  tendency  to  in- 
spire confidence.  When  a  portion  of  the  issue  has  been 
floated,  the  quotation  may  be  supported  with  buying  or- 
ders so  as  not  to  have  a  decline  in  price  produce  suspicion 
among  investors  and  thus  interfere  with  the  disposal  of 
the  balance.  Again,  by  bringing  about  a  proper  move- 
ment of  prices  in  one  issue,  the  disposal  of  analogous 
issues  may  be  facilitated.  Frequently  corporations  also 
find  it  advantageous  to  maintain  the  price  of  their  secnri- 
tiea,  particularly  with  a  view  to  bolstering  their  credit. 
As  reported  by  the  Hughes  Committee:  "If  the  securi- 
ties are  really  good  end  bids  and  offers  bona  fide,  open  to 
all  sellers  and  bnyers,  the  operation  is  harmless  and  is 
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merely  a  method  of  brinfpng  new  inTeqfxientB  into  pnblio 
notice." 

Technical  Porition  of  the  Harket^Beadera  of  the  fin- 
ancial press  will  frequently  see  reference  made  to  the 
terms  "oTersold"  or  "overboaght"  market,  "floating  sap- 
ply"  of  stock  and  "technical  position  of  the  market." 
"Floating  supply"  of  any  stock  refers  to  that  portion  of 
said  stock  that  has  not  been  definitely  taken  up  by  invea- 
tors,  and  that  is  thus  normally  available  (fioating  aboat) 
in  the  specQlative  market  for  either  baying  or  selling 
purposes  at  ordinary  price  flactoations.  "Oversold"  or 
"overbonght"  condition  of  the  market  means  that  there 
has  been,  in  view  of  the  normal  floating  supply  of  a  given 
stock,  or  of  the  speculative  market  generally,  an  nnnsnally 
large  amount  of  short-selling  or  of  buying  on  margin, 
particularly  if  those  who  are  thus  speculating  are  not 
strongly  fortified  financially.  Should  this  oversold  or 
overbought  condition  be  discovered,  the  opposing  interest 
in  the  market  will  seek  to  compel  the  shorts  to  cover  or 
to  force  a  decline  in  the  market. 

Such  a  ritiuUon,  commonly  known  as  the  "technical 
position"  of  the  market,  te  rendered  worse  at  times  by 
the  existence  of  (1)  pyramiding,  and  (2)  an  xmusoally 
large  number  of  stop-loss  orders.  Pyramiding  represents 
the  dangerous  practice  of  buying  and  selling  on  margin  and 
of  using  the  successive  profits  as  margins  for  new  transac- 
tions  as  the  market  continues  its  rise  or  decline.  The 
result  of  the  practice  is  that  the  operator  of  the  pyramid 
accumulates  or  goes  short  of  an  excessive  amount  of  stock 
on  slender  margin,  since  all  of  his  paper  profits  have  been 
utilized  as  margins  to  acquire  or  dispose  of  more  stock  of 
the  same  issue.  A  limited  price  movement  will,  therefore, 
often  exhaust  the  pyramider  's  mar^  and  compel  liquida- 
tion. Again,  if  many  stop  orders  exist  in  the  market,  some 
just  a  point  or  two  below  the  current  quotation,  and  others 
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at  BDccessiTe  intervals  of  an  eighth  in  th«  price,  and  this 
faet  becomes  known  or  is  believed  to  exist,  the  market  may 
be  depressed  hj  short-selling  until  the  stop  limits  are 
reached,  when  the  stock  represented  by  the  stop  orders 
will  aatomatically  come  on  the  market  and  depress  prices 
farther.  Those  who  ori^nally  depressed  the  market 
tbrongh  short-selling  will  thus  find  it  easy  to  cover  by 
baying  the  supply  of  stocks  coming  on  the  market  became 
of  the  execution  of  the  stop  orders.  Should  there  be  many 
stop  orders  in  the  market  for  the  protection  of  short-sel- 
lers, the  process  woold  be  reversed,  and  the  manipulators 
would  raise  the  price  by  boying  nntil  the  stop  limits  are 
reached,  when  the  execution  of  the  stop  orders  will  auto- 
matically increase  the  demand  and  raise  the  price  further. 

Uany  of  the  daily  and  weekly  fluctuations  in  the  mar- 
ket are  attributable  to  the  manipulative  tactics  of  thoae 
who  take  advantage  of  the  technical  position  of  the  mar- 
ket. With  comparatively  few  exceptions,  however,  price 
flnetuations  occasioned  by  such  market  positions  are  not 
severe  and  long  continued.  The  most  notable  exception 
— the  so-called  comer  —  is  the  next  subject  for  discussion. 
Strictly  speaking,  comers  represent  an  aggravated  techni- 
cal condition  of  the  market,  since  there  is  no  available 
supply  whatever  of  the  stock  to  meet  the  demands  of 
ahort-sellers  in  fnlfllling  their  contracts. 

Oornan — Definition  of  Comert. — This  type  of  manipula- 
tion has  been  responsible  for  some  of  the  most  violent  price 
upheavals  recorded  in  the  annals  of  organized  stock  and 
produce  markets.  Comers  can  be  operated  only  because 
of  the  existence  of  a  short  interest  in  the  market.  In  fact, 
the  term  is  nmply  an  abbreviation  of  the  more  compre- 
henrive  expression  of  "cornering  the  shorts."  This  situa- 
tion is  brought  about  by  an  operator,  or  a  pool  of  opera- 
tors, who  succeeds  in  obtaining  possession  of  all,  or  vir- 
tually all,  of  the  shares  of  a  given  issue  of  stock  availabU 
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for  delivery  purposes  apon  ontstanding  short  sales.  Snefa 
short  sales  are  first  induced  on  a  large  Bcal«i  by  apparently 
unwarranted  high  prices  or  other  methods,  the  purpose 
being  to  bring  aboat  a  large  volome  of  shoi't  sales  with  a 
view  to  p<»lriTig  delivery  in  fnlflUment  of  these  sales  im- 
possible since  the  operator  of  the  comer  is  in  possesion  of 
all  the  stock  and  will  refose  to  sell  except  at  his  own 
price.  Thus,  assnming  the  given  issne  of  stock  to  comprise 
200,000  shares,  in  which  instance,  the  operator  of  the  cor- 
ner may  acquire  all  these  shares  and  at  the  same  time 
buy  another  100,000  shares  from  short-sellers.  In  the 
meantime,  however,  while  inducing  short-selling  on  the 
part  of  the  onsuspecting  public,  the  true  situation  is  kept 
extremely  secret.  Short-sellers  must  depend,  of  course, 
upon  a  continuous  market  for  the  borrowing  or  purchas- 
ing of  stock  for  the  purpose  of  fulfilling  delivery.  To 
camouflage  the  situation  the  operator  of  the  comer  will, 
therefore,  usually  laid  his  own  stock  &eely  and  on  or- 
dinary conditions.  Through  matched  orders,  the  operator 
being  both  buyer  and  seller,  he  will  also  produce  the  im< 
pression  that  there  is  a  real  continuous  market  in  the 
stock. 

When  the  time  arrives  for  consommating  his  nefarious 
purpose,  the  operator  will  call  in  all  the  stock  he  has 
loaned  to  short-sellers.  Nor  can  any  stock  be  purchased, 
because  the  operator  is  in  possession  of  it  all,  and  does  not 
offer  it  for  sale.  The  operator,  in  other  words,  possesses 
all  the  stock  called  for  by  the  contracts  made  by  the 
shorts,  that  is,  the  shorts  are  cornered.  The  only  means  of 
escape  is  to  negotiate  with  the  operator  and  settle  with 
him  at  his  own  price,  whatever  that  may  be,  or  to  re- 
pudiate their  contracts. 

While  repudiation  is  permitted  by  law,  such  practice 
has  not  been  countenanced  by  the  various  exchanges. 
The  result  has  been  thut  in  the  ease  of  certain  large  cor- 
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ners  the  vietiins  have  been  obliged  to  obtain  the  means 
for  settlement  with  the  operator  b7  selling  their  holdings 
of  other  securities,  with  the  consequence  that  while  the 
cornered  stock  rose  to  a  prohibitive  price,  the  balance  of 
the  market  woold  experience  a  violent  decline,  if  not,  as 
in  the  Northern  Facifle  comer,  litter  demoralixation. 

In  the  case  of  produce  markets,  however,  rules  have 
been  adopted  which  provide  that  In  case  of  a  comer  a  rea- 
sonable settlement  price  can  be  established  b;  a  properly 
constitated  committee,  thus  protecting  the  short  interest 
against  the  arbitrary  whim  of  the  manipulator.  Such 
rules,  it  is  believed  by  many,  will  remove  the  ibcentive 
for  operating  a  corner,  siuce  the  decinon  of  the  committee 
will  have  in  view  the  establishment  of  a  fair  settlement 
price.  The  Hughes  Committee  also  recommended  that 
"the  Stock  Exchange  might  properly  adopt  a  rule  provid* 
iug  that  the  Governors  shall  have  power  to  decide  when 
a  comer  exists  and  to  adopt  a  settlement  price  so  as 
to  relieve  ignorant  persons  from  the  injury  or  rain  which 
may  result  thereform.  The  mere  existence  of  such  a  rale 
would  tend  to  prevent  comers."  But  while  this  method 
of  handling  the  problem  may  be  resorted  to  easily  in  the 
produce  markets,  its  application  in  the  stock  market 
presents  difBcuIties.  Who  is  to  say  what  constitutes  a 
fair  price  for  a  given  stock,  especially  when  different 
contending  interests,  for  the  sake  of  obtaining  control  of 
a  property  through  the  voting  power  attaching  to  the 
stock,  as  wss  the  case  in  the  Northern  Pacific  corner,  are 
willing  to  pay  almost  any  price  for  that  purpose  t 

lUvitrationt  of  Comeri. — ^Numerous  comers  mark  the 
history  of  the  American  stock  market,  and  notable  illus- 
trations date  back  as  far  as  1835.  In  1836,  we  are  advised 
that  the  New  York  Stock  Exchange  appointed  a  commit- 
tee to  investigate  comers,  while  a  nmilar  investigation 
of  the  labjeot  was  eoadaeted  by  the  New  Tork  Legislature 
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in  the  early  '80s.''  During  the  period  of  the  Worid  War, 
H  is  not  St  all  unlikely  that  the  Tmnsoally  high  prices  of 
some  indnstrial  stocks  had  their  baas  in  the  existence  of 
a  comer,  bnt  the  matter  was  so  engineered  as  not  to  in- 
volve a  serious  issne.  The  last  illustration  to  canse  notor- 
iety was  the  alleged  comer  in  Stutz  Kotor  Car  Company, 
when  the  price  of  the  stock  roee  to  over  700. 

All  comers  may  he  classifled  under  one  of  two  kinds: 
namely,  (1)  those  that  are  deliberately  engineered  for  the 
pnrpose  of  fleecing  the  shorts  by  forcing  them  to  settle  at 
some  abnormal  price ;  and  (2)  those  that  have  their  origin 
under  some  pardonable  circumstances,  such  as  a  fight  for 
control,  and  are  not  deliberately  designed  for  mulcting 
purposes.  Bnt  while  comers  of  the  second  class  are  more 
to  be  condoned  than  those  of  the  first,  their  disastrous 
consequences  may  nevertheless  be  equally  great. 

The  Northern  Pacific  comer  of  May  9, 1901,  is  probably 
the  most  notable  stock  comer  in  Americsn  history  and 
may  be  regarded  as  an  example  of  a  comer  that  was  unin- 
tentional in  character  and  not  deliberately  engineered. 
This  comer  had  its  origin  in  the  desire  of  two  powerful 
financial  groups  —  the  so-called  Hill-Morgan  and  Harri- 
man  interests — ^to  obtain  control  of  the  Chicago,  Burling- 
ton and  Qnincy  Railway  system,  with  a  view  to  obtaining 
an  entrance  for  their  own  railway  systems  into  Chicago. 
In  this  contest,  the  Hill-Morgan  interests  succeeded  in 
acquiring  substantially  all  the  stock  of  the  Burlington  sys- 
tem.    The  Union   Pacific   interests,  represented   by  the 


)  Stteno  S.  Pntt  op.  eU.,  p.  309.  Pratt  dtes  the  following  lutable 
oomen:  Morris  Ouul  oomer,  1835;  Hulem  RAitwfty  eonier,  1836 
(sHhoo^  ontj;  7,000  hIukb  of  stock  had  been  issued,  60,000  shana 
had  bem  obtained  from  the  shorta);  two  more  oonken  in  Harlan  in 
1863  and  1864;  Prairie  du  Chien  corner  in  1866;  Michigan  Southern 
oomer  in  1866;  Gold  oomcr  in  1860;  oomer  in  Northwest  in  1872, 
when  tiM  dtoria  wen  obliged  ta  settle  at  S230;  lAckawanna  oomer 
in  1884;  Nid  the  Northeni  Faci6e  eonut  in  1901. 
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Harrinun  group,  adced  to  be  permitted  to  partidpate  in 
-this  deal  with  the  HiU-Morgaa  interests,  representiiig  the 
Great  Northern  and  Northern  Faoific  Bailroads.  Sneh 
participation,  however,  was  refused. 

The  Harriman  interests  thereupon  ondertook  to  acquire 
control  of  the  Northern  Pacific  Railroad  because  of  its 
half  interest  in  the  control  of  the  Burlington  System.  Both' 
interests  purchased  all  the  Northern  Pacific  stock  obtain- 
able. On  January  21,  1901,  Northern  Pacific  stock  was 
quoted  at  $77  (using  full  quotations) ;  on  April  2,  tbe 
price  had  risen  to  $101 ;  on  April  30  to  1117 ;  on  May  3  to 
$115;  on  Hay  6  to  $133;  on  May  7  the  price  fluctuated 
between  $127  and  $150;  on  Hay  S  between  $145  and  $180; 
while  en  May  9  the  lowest  quotation  was  $160  and.  the 
high  quotation  $700,  although  it  is  stated  that  settlements 
were  made  at  $1,000  per  share.  These  quotations  dis- 
tinctly show  that  as  the  price  of  Northern  Pacific  stock 
rose  the  infiatdon  was  resisted  by  the  shorts.  In  all  nearly 
636,000  shares  of  Northern  Pacific  conunon  stock  were 
sold  during  the  week  and  nearly  90,000  shares  of  preferred 
stock.  Many  traders,  not  knowing  that  the  two  opposing 
interests  were  each  attempting  to  secure  a  majority 
control,  went  short  of  the  stock  and  thus  placed  them* 
selves  in  a  position  where  they  were  unable  to  buy  or 
borrow  tbe  stock  for  purposes  of  delivery  on  their  con- 
tracts. 

At  the  time  of  the  comer,  according  to  published  esti- 
mates, the  Hill-Morgan  interests  held  about  $42,000,000  of 
the  $80,000,000  of  common  stock  {a  majority),  and  $76,- 
000,000  of  common  and  preferred  stock  combined.  Tbe 
Harriman  interests,  it  is  estimated,  held  $37,000,000  of  the 
common  and  $41,000,000  of  tbe  preferred,  or  a  total  of 
$78,000,000,  that  is,  a  majority  of  the  common  and  pre- 
ferred stock  combined.  It  is  stated  that  both  interests 
had  purchased  more  than  the  necessary  majority  of  the 
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Btoek,  bnt  of  oonrse  a  considerable  amonnt  of  tliis  could 
not  be  delivered.  Altbongb  the  Harrimaa  intereHt  had 
the  majority  of  all  the  stock,  it  so  happened  that  the  com- 
mon stock  possessed  the  right  to  retire  all  of  the  preferred 
stock  at  par,  which  was  done.  Owing,  however,  to  the 
large  amonnt  of  stock  held  hj  the  Harriman  interests  the 
whole  matter  was  compromised  lat^r  on  a  satisfactory 
baras. 

This  comer  fumishes  an  excellent  example  of  the  effects 
that  a  really  great  comer  may  prodnce  upon  stock  market 
prices  generally.  Persons  caoght  short' of  Northern  Pa- 
cific stock  were  obliged  to  liquidate  other  holdings,  many 
of  which  were  financed  on  a  mar^^  Sales  for  the  day 
exceeded  3,000,000  shares,  a  volnme  of  transactions 
greater  than  has  ever  been  recorded  for  any  other  daily 
sessdon  in  the  history  of  the  New  York  Stock  Exchange. 
In  this  particular  instance,  l!be  effect  of  the  comer  npon 
the  remaining  market  was  disastrous  throngh  sach  forced 
liqoidation.  The  following  brief  list  of  qnotatlons  indi- 
cates the  disaatroos  decline  that  occurred  on  May  9,  and 
the  equally  great  recovery  toward  the  close  of  that  and 
the  following  day.  Had  it  not  been  for  the  concerted 
action  of  leading  financial  interests  to  restore  prices  be> 
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fore  the  close  of  the  market  on  that  da;  to  praetieall;  the 
level  that  prevailed  before  the  eommencement  of  the 
panic,  it  is  reasonablr  certain  that  nomerons  important 
financial  failnres  wonld  have  occmred. 

The  famooB  ^Id  comer  of  1869,  osually  associated  with 
"Black  Fridaj,"  ma^  be  cited  as  an  example  of  a  comer 
deliber&tel7  planned.  It  appeared  in  1869  that  the  (Gov- 
ernment possessed  by  far  the  largest  portion  of  the  gold 
in  existence  in  New  York,  and  it  appeared  to  the  mem- 
hers  of  a  certain  sjmdicate  that  if  the  Government  conld 
be  prevented  from  selling  any  of  its  large  holdings,  esti- 
mated at  approximately  $100,000,000,  the  floating  supply 
of  gold  in  New  York  osed  by  specolators  in  making  their 
deliveries,  estimated  at  about  (20,000,000,  could  be  cor- 
nered, and  the  price  of  gold  raised  to  any  figure  desired  by 
the  syndicate.  According  to  reports  the  syndicate  had  all 
arrangements  completed  for  the  comer  by  September, 
1869.  President  Grant  had  been  decoyed  b^ond  the 
reach  of  the  telegraph  and  the  Treasury  Department  had 
been  persuaded  to  stop  selling  gold.  Active  buying 
started  at  133^  on  Wednesday  morning,  the  syndicate, 
aoeording  to  reports,  having  already  purchased  more 
gold  than  was  obtainable  in  New  York,  with  the  exception 
of  that  held  in  the  United  States  Sub-Treasury.  By  Thurs- 
day morning,  according  to  reports,  the  syndicate  had 
secured  contracts  for  approximately  $100,000,000  of  gold 
from  short-sellers,  and  it  was  estimated  that  the  total 
short  interest  in  the  market  was  considerably  larger  than 
this  figure.  On  Friday  morning  gold  opened  at  143^^ ;  by 
eleven  o'clock  it  had  been  forced  to  150;  five  minutes 
later  to  160 ;  and  then  to  162^.  Many  firms  settled  at  this 
figure  but  others  refused  settlement  Suddenly  it  was 
announced  that  the  Government  was  selling  its  big  supply 
of  gold.  The  price  fell  abruptly  to  131^  and  many  firms 
went  into  bankruptcy.    One  of  the  leading  firms  partiei- 
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pating  in  the  operation  of  the  comer  settled  at  135,  and 
is  estimated  to  have  lost  some  «13,000,000,  beades  dis- 
claiming responsibility  for  the  acts  of  many  of  its  brokers. 
Comeri  in  Produce  Marketi.' — In  these  markets  eomers 
have  occurred  with  probably  even  greater  freqaency  than 
in  the  security  market.  With  few  exceptions,  sach' cor- 
ners are  deliberately  created.*  Uoreover,  in  these  mar- 
kets, comers  are  naaally  operated  with  reference  to  a 
particolar  delivery  month,  and  the  partlcalar  grades  ddiv- 
erable  on  contracts  according  to  the  mlea  of  the  ex- 
changes.*** Short-Belleis  in  oar  produce  markets,  when 
selling  for  forward  delivery  in  a  fatore  month,  must  de- 
liver on  the  last  business  day  of  that  month,  and  can  only 
deliver  those  grades  allowed  by  the  roles  of  the  excliange 
on  which  the  contract  was  made.  This  gives  the  oppor- 
tonity  to  some  unprincipled  manipulator  secretly  to  buy 
up  the  product,  say  wheat,  available  for  delivery  purposes 
on  the  partieular  exchange  under  consideration,  and  then 
to  buy  considerably  more  from  short-sellers.  Toward  the 
close  of  the  month,  if  the  secrecy  of  the  operation  can  be 
maintained,  short-sellers  will  find  themselves  in  a  position 

•An  ezeeDent  expltuiatxm  of  the  method  of  operatinK  a  tartar 
in  the  piodooe  nurKet  ia  found  in  Samud  ».  Oliver  (130  &.  73),  tnd 
in  the  HAttar<rf  Chandler  (13. Am.  l4iw.R«B' m- _■' 310). 


-, 1  of  the  Allied  OorernmenU,  with  tlie  nnih  tbst  the  price 

roM  to  $3.60  pw  buabel  on  varioua  exohangea.  It  is  alao  at«tad  that 
iriien  it  beoaine  appuent  thftt  irtieat  wu  unobtainable  for  the  fulfiD- 
ment  of  oontf^cta,  the  aaid  Govenunoita,  intcreatod  only  in  obtaii^ng 
wheat,  rd«aed  the  s^eis  from  their  obligationa. 

"  Some  attempta  have  been  made  from  time  to  time,  mtAaaSfy  to 
contr  the  n&tional  supply  of  aome  l—^ing  st^le  such  as  wheat 
oottocL  oopper,  etc.  Leaioing  examples  are  the  I«iter  oonier  in  wbe*i 
and  the  Sully  oomer  in  ootttw.  Ahnoet  without  exception,  such 
daring  attempts  at  the  oomering  of  the  entire  national  Buppljr  of  a 
leading  product  have  ended  in  disastfoua  failuie  for  the  operalora. 
lite  wonder  is  that  euch  attempts  should  be  repeated  in  view  of  the 
diHOal  recx>rd  of  the  pest. 
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where  they  mmt  deliver  on  the  lurt  bnsinen  day  of  tbe 
month,  bat  sre  unable  either  to  purchase  the  wheat  or  to 
secure  shipment,  owing  to  the  lack  of  time  to  obtain  it 
from  outside  markets.  No  alternative  remains  but  to  set- 
tle the  contracts  with  the  operator  of  the  comer  at  a  price 
of  bis  own  cbooang. 

Because  of  such  possibilities,  the  number  of  grades  of 
wheat,  com,  oats,  cotton,  cofFee,  etc.,  that  may  be  delivered 
on  exchange  contracts,  have  been  made  sufficiently  large 
to  prevent  frequent  cornering.  Comers  in  the  produce 
market  are,  therefore,  rendered  extremely  difficult,  except 
for  a  particular  monthly  delivery  period,  when  the  opera- 
tor of  the  comer,  having  quietly  obtained  control  of  the 
supply,  may  succeed  in  hiding  his  purpose  from  short- 
sellers  to  so  late  a  day  in  the  month  as  to  make  it  im- 
possible for  them  to  have  enough  grain,  etc.,  shipped  into 
the  particular  local  market  within  time  to  enable  them  to 
fulfill  delivery  aa  their  short  salea.  But  even  here  it 
is  necessary  to  control  various  grades  and  not  merely  one. 
Thus,  in  the  cotton  market  while  the  contract  calls  for 
"middling"  cotton,  the  seller  is  nevertheless  enabled  to 
deliver  9  large  number  of  grades  either  better  or  poorer 
than  the  particular  grade  stipulated.  Hence,  to  operate  a 
comer  in  the  produce  market  it  becomes  necessary  to  ac- 
quire control  not  merely  of  one  grade  of  the  commodity 
but  of  several. 

Ittegalitjf  of  Corners, — Owing  to  their  nefariotu  and  non- 
commercial character,  comers  are  opposed  by  both  court 
and  statute  law,  as  well  as  by  the  rules  of  the  various  ez- 
ehanges.  In  the  Matter  of  Chandler,  13  Am.  Law  Reg.  310, 
affords  an  excellent  illustration  wherein  those  who  had  con- 
tracts with  Chandler,  the  operator  of  a  comer,  with  a  view 
to  breaking  the  price  that  he  was  endeavoring  to  maintain, 
were  refused  the  right  to  recover  their  claims  from  the 
baakrapt  estate  of  Chandler  on  the  ground  that  they  well 
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knew  that  he  was  wortmg  a  corner.  Similarljr,  in  Samnd 
V.  OliTer,  130  m.  73,  the  sppellantB,  broken  of  the  ex- 
change, were  denied  reimbnTsement  for  commiBsions  and 
other  payments  from  their  principals  who  were  operating 
a  oomer.    The  court  held: 

"  If  in  executing  the  instructions  of  these  principals  it  be- 
came necessary  for  appellants  to  pay  the  money  to  adjust 
differences,  they,  if  gnilty  of  no  fraud  or  violation  of  law, 
will  be  entitled  to  reimbursement  by  their  principals.  If 
appellants  had  not  aided  or  assisted  appellees  in  corner- 
ing the  wheat  market  and  in  manipulating  that  market  for 
an  illegal  or  fraudulent  purpose,  so  as  to  enable  the  latter 
to  control  the  same  for  their  own  profit,  and  to  the  injury 
of  all  persons  having  occasion  or  knowledge  of  the  wrong- 
ful  and  illegal  purposes  of  the  appellees  they  would  have 
been  entitled  to  reimbursement." 

To  make  a  comer  profitable,  the  operator  buys  from 
short-sellers  what  he  knows  cannot  be  delivered  since  all 
the  available  supply  is  already  controlled  by  Mm.  More- 
over, to  maintain  the  inflated  price  of  the  stock  and  to 
deceive  the  public  into  believing  that  there  is  a  continuoua 
market  therein,  he  will  resort  to  the  practice  of  matching 
orders.  Hence,  the  importance  of  the  Exchange  Boles  and 
the  New  York  Law  of  1913,  already  referred  to,  which  pro- 
hibit execution  of  any  orders  which  do  not  involve  an 
actual  change  of  ownership. 

Refkrsmcib 

Rflport  of  the  Hu^iet  Committee  on  Bpeeolation  in  Securities 
sod  CommoditieB  of  1900,  aectiona  dealing  with  "Manipulation  cf 
Pricea,"  "Wash  Sales,"  "Matched  Ordeta,"  and  "Comera." 
A.  A.  Atwood,  The  Exdumgea  and  Speeulation,  Chap.  AVIII  and 

F.  D.  Bmid,  Stode  Prieea,  Cbxp.  VI,  on  "The  Bloating  Supidy," 
and  Chap.  VII,  <»  "Manipulation." 
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Suniu]  P.  Goldmui,  A  Handbook  i^  Stotk  Exdunat  Lam,  put  V, 
"Um  of  the  Stete  of  New  York,  nIatiDg  to  Kock  Broken." 

Btn&o  8.  Fntt,  The  Work  t^  WaS  Stnel,  Chap.  XXV,  on  "  Mampu- 
Ution  ud  Coraera,"  and  Chap.  XXVI  on  "Fata  of  Wall 
Street." 

Bamuds  v.  Oliver,  130  HI.  73. 

BiaHcr  of  Chandler,  13  Am.  Iaw  Reg.  810. 


CHAPTER  inrr 

FACTTOSS  INFLUENCINa  THE  GENERAL  LEVEL  OF 
PBICE8  OVER  CONSIDERABLE  PERIODS  OF  TIME 

Inereuiiig  Oommodity  Frioec — To  the  list  already  ex- 
plained, two  more  very  important  price  factors  must  ba 
mentioned,  namely,  increasing  commodity  prices  and  the 
condition  of  the  crops.*  These  two  factors  affect  seciirity 
prices  in  general  over  congidenthle  periods  of  time.  In- 
creaang  or  decreamng  commodity  prices,  particularly,  ex- 
ert their  influence  gradually  over  periods  of  10  years  or 
more,  and  without  mnch  regard  for  locality  or  the  invest- 
ment safety  of  the  secorities  in  qaestion.  Their  effect,  in 
fact,  may  be  bo  gradual,  especially  when  other  factors 
operate  temporarily  to  confuse  the  viewpoint,  as  to  escape 
the  attention  of  investors.  Yet  when  viewed  over  the 
course  of  years,  this  factor  stands  ont  as  one  of  the  most 
pronoonced  forces  occasioning  a  rise  or  decline  In  the 
price  level  of  various  classes  of  securities. 

Numerous  causes  —  such  as  a  rising  standard  of  living, 
tariff  legislation,  price  control  through  combination  and 
labor  unions,  growth  of  population,  extravagance  in  ex- 
penditures, waste  and  fraud  in  distribution,  uneconomieal 
mai^eting,  etc.  —  contribute  to  the  increase  or  decrease 
of  the  commodity  price  level,  and  for  our  purpose  need 
not  be  discussed.  Of  the  numerous  contribnting  factors, 
however,  the  great  majority  of  writers  regard  the  world's 
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inereamng  gold  supply  as  the  prineipftl  eaiue  of  the  Ir* 
resigtible  trend  since  1900  towards  a  highw  price  level  for 
conuaodities,  a  tower  price  level  for  bonds,  and  a  price 
level  for  stocks,  either  downward  or  npward,  depending 
upon  the  type  of  stock  under  conrideraUon.  But  while 
the  large  majority  of  writers  on  the  subject  regard  this 
factor  as  a  basic  cause  afFecting  the  general  price  level, 
all  attach  importance  to  other  contributory  causes.  Refer- 
ring to  the  last  30  years,  it  is  contended  that  gold  has 
been  produced  in  such  enormoos  quantities*  as  to  de- 
preciate its  value.  Other  things  being  equal,  it  is  argued 
that  a  depreciation  in  the  value  of  gold,  the  basis  of  our 
medium  of  exchsnge,  is  reflected  in  a  general  rise  of  com- 
modity prices,  that  this  brings  with  it  a  rise  in  interest 
rates,  which  in  turn  produces  a  marked  effect  on  the 
price  level  of  bonds  and  certain  classes  of  stocks  irrespee- 
•  tive  of  the  element  of  investment  safety.  As  outlined  by 
one  authority* : 

"It  is  obviouB  that  apart  from  the  minor  oscillations  in 
any  one  commodity  a  general  change  in  the  level  of  prices 
can  be  explained  only  by  a  cause  which  attaches  equally 
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to  all  prieecL  Now,  price  in  general  is  valne  e^ressed 
in  tenoB  of  money;  bence  a  general  change  in  the  price 
level  me&oa  a  change  in  the  valne  of  money.  But  the  value 
of  money,  like  the  value  of  everything  else,  depends  on 
the  relation  of  the  supply  of  money  to  the  demand  for 
money.  From  the  point  of  view  of  supply  the  answer  is 
easy.  The  standard  of  the  dvilized  world  is  now,  and 
has  been  for  some  time,  gold.  .  .  .  Gold,  in  other  words, 
is  being  turned  out  in  such  enormous  quantities  that  it  is 
falling  in  value.  But  a  fall  in  the  value  of  gold,  other 
things  being  equal,  is  tantamount  to  a  rise  in  general 
prices." 

Turning  to  the  application  of  inereadng  commodity 
prices  to  security  prices,  we  find  that  different  classes  of 
securities  are  affected  in  different  ways.  These  may  be 
considered  as  follows : 

Efect  of  increasing  commodity  price*  on  bonds  and  pre- 
ferred ttocJa,  wTiick,  while  possessing  fhe  advantage  of  cer- 
tainty, \ave  tlie  disadvantage  of  a  definitely  limited  income. 
— While  bonds  and  preferred  stocks,  assuming  such  as 
have  an  unquestionable  investment  worth,  posseas  the  ad* 
vantage  of  certainty  in  principal  and  income,  they  have 
the  disadvantage  of  yielding  an  income  that  is  definitely 
limited.  It  follows,  therefore,  that  as  commodity  prices 
and  interest  rates  rise,  the  possessor  of  low-interest  or  low- 
dividend  bearing  bonds  or  preferred  stocks  is  placed  at  a 
great  disadvantage.  In  the  last  analysis  the  buying  of  a 
bond  represents  "the  purchase  and  holding  of  a  value 
safe^  stored  against  future  requirements."  Fressit  value 
— ^"present  command  over  goods  and  services" — ^is  "ex- 
changed for  a  similar  command  over  future  goods  and  serv- 
ices." When,  therefore,  a  $1,000  five  per  cent  bond  was 
bought  10  years  ago,  the  purchaser  has  had  the  misfortune 
to  see  his  fixed  principal  of  $1,000  and  his  fixed  income  of 
fSO  dwindle  enormously  in  value,  that  is,  from  the  stand- 
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point  of  the  goods  or  services,  no*  greatly  increased  in 
price,  that  can  be  porchased  vjth  these  fixed  Btuns.  Bonds 
are  purchased  to  yield  an  income,  and  said  income  is  desired 
to  porchase  goods  and  services.  When  snch  goods  and 
services  are  increasing  in  price,  while  the  income  from  the 
bond,  with  which  they  are  to  be  purchased,  is  fixed,  jt  fol- 
lows that  the  bondholder  is  losing  in  purchasing  power.  As 
a  medium  of  exchange  the  bond  ia  becoming  less  valnable 
and  this  smaller  value  is  reflected  in  the  declining  price 
repstered  in  the  market.  In  fact,  many  investment  ac- 
counts are  ori^nally  adjusted  to  yield  a  certain  definite 
income,  and  must  later  be  readjusted  when  such  income 
becomes  insufficient  to  meet  current  requirements  owing 
to  advancing  commodity  prices.  This  is  done  by  exchang- 
ing the  low  interest  bearing  securities  for  those  command- 
ing a  higher  yield. 

There  is  little  reason  to  invest  in  bonds  yielding  only  4 
or  6  per  cent  when  money  can  be  made  to  command  higher 
rates  of  interest  or  to  buy  more  goods  and  services  else- 
irtiere.  The  natural  consequoice  is  that  disatisfled  bond- 
holders will  sell  their  bonds  until  the  price  reaches  a  point 
sufficiently  low  to  make  the  interest  yield  fairly  commen- 
surate with  current  interest  rates  on  good  investments. 
With  the  current  investment  return  at  5  per  cent  a  bond, 
having  10  years  to  run  to  maturity,  will  sell  at  tl,000 ;  but 
with  the  current  investment  market  on  a  7  per  cent  basis, 
our  5  per  cent  bond  will  sell  at  a  price  sufficiently  low  to 
make  the  annual  $50  interest  return  approximately  equiv- 
alent  to  7  per  cent  on  the  present  purchase  price  of  the 
bond,  making  due  allowance  for  the  gain  in  appreciation 
of  the  bond  to  its  par  value  at  the  time  of  its  maturity  10 
years  hence.  Thus  we  are  told  at  one  time  that  the  bond 
mai^et  is  on  a  4  per  cent  basis,  meaning  that  good  invest- 
mmt  bonds  are  selling  at  prices  to  yield  that  return,  while 
at  other  times  we  are  told  that  the  bond  price  level  is  such 
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as  to  yield  5,  5%,  6,  7,  or  even  more  per  cent  The  same 
reasoning  applies  to  preferred  stocks  since  their  dividoids 
are  also  limited,  bat  to  a  less  degree  since  the  rate  of  income 
allowed  <m  this  type  of  secnrity  in  the  past  has  nsoally 
been  consideiably  larger  than  in  the  case  of  most  bonds. 

Many  illiistrationa  might  be  cited  to  show  the  effect  that 
rising  commodity  prices  and  higher  interest  rates  have  apon 
gilt-edged,  low  interest  bearing  bonds.  Thus  British  Con- 
sols were  selling  at  113%  in  1896  and  dropped  as  low  as 
86^  in  1906  dnring  a  most  prosperous  bnaness  era.  In 
the  United  States  the  same  situation  asserted  itself.  Thos 
between  the  years  1901  and  1907  many  of  the  best  three 
and  one-half  and  four  per  cent  railroad  bonds,  gilt-edged 
both  as  to  principal  and  income,  declined  from  $200  to  $250 
per  tl,000  bond.  Yet  this  period  of  1901  to  1907  was  one 
of  the  most  prosperoos  bnsineas  epochs  in  American  history 
and  was  characterized  by  a  tremendons  rise  in  the  prices  of 
Tarions  other  classes  of  securities.  Common  stocks  exper* 
ienced  a  rise  in  price  of  from  30  to  40  per  cent  daring  this 
period,  whereas  bonds  of  the  same  corporations  declined 
from  15  to  20  per  cent  Agun,  between  1913  and  1920,  20 
representative  bonds,*  paying  interest  rates  of  from  three 
and  one-half  to  five  per  cent,  declined  from  a  monthly 
average  price  of  96.4  for  Janoary,  1913,  to  69.4  for  Hay, 
1920,  or  a  decline  of  28  per  cent,  or  $270  per  $1,000  bond. 
It  is  interesting  to  note  that  the  price  average  for  these 
bonds  stood  at  107  in  March,  1905. 

Effect  of  Increating  Commodity  Pricet  upon  ike  Com- 
mon Stocka  of  BaUroadt  and  Most  PvhlM-Service  Corpora' 
Uons. — The  effect  of  hig^  interest  rates  and  commodity 
prices  upon  this  class  of  securities  may  be  offset  by  retnma 
in  the  form  of  higher  dividends  or  undivided  profits  or 
improvement  in  the  property.     These  securitieB  do  not 

*  BatMMt'a  Bond  Araafe. 
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Btand  at  the  same  disadTantage  as  do  bonds  and  preferred 
stocks,  mnce  their  income  is  .not  rigidly  limited.  Bat, 
while  the  return  is  not  definitely  fixed,  railroad  common 
stocks  are  seriously  handicapped  in  another  respect  for 
which  increasing  commodity  prices  are  largely  respon- 
sible.  All  materials  necessary  for  hnilding,  equipping, 
or  maintaining  railroad  properties  will  cost  more  and 
more  as  commodities  and  labor  rise  in  price.  This  handi- 
cap would  be  oTercome  if  transportation,  the  commodity 
sold  by  railroads,  could  also  be  advanced  equally.  This, 
however,  is  a  difficult  thing  to  do  in  view  of  popular  pre- 
judice, the  general  prevailing  agitation  against  increasing 
railway  rates,  and  the  tardiness  and  relaetance  with  which 
Government  rate  regulatory  commissions  have  recognized 
the  effect  of  econcnnic  forces.  In  this  respect,  it  may  be 
added,  that  street  railway  and  gas  companies,  as  well  as 
nmilar  public^ervice  utilities,  are  at  a  special  ^sadvan- 
tage,  and  in  many  instances  have  been  almost  entirely 
unable  to  raise  their  rates,  with  disastrous  consequences  to 
the  price  of  their  common  stock.  It  should  be  added  that 
the  objection  mentioned  with  respect  to  bonds  does  not 
apply  equally  in  the  case  of  convertible  bonds.  If  bonds 
are  given  the  privilege  of  conversion  into  common  stock  at 
will,  then  any  special  profit  that  changed  conditions  give 
to  the  stockholder  may  also  be  shared  by  the  bondholders. 
The  same  may  also  be  said  of  participating  preferred 
stock,  when  the  stock  by  its  terms  is  given  the  right  to 
participate  with  the  common  stock  in  the  increased  earn- 
ings of  the  company. 

Bffect  of  Increatitig  Commodiiy  Prieei  upon  the  Common 
Stock  of  Industrial  Corporationt. — The  price  of  common 
stock  of  industrial  corporations  will  be  affected  differently, 
because  here  rising  prices  for  commodities  do  not  interfere 
•0  seriously  with  the  earning  power  of  corporations  that 
produce  and  sell  commodities,  the  price  of  which  is  not 
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regulated  by  law.  With  respect  to  sach  eorpoTations  an 
increase  in  the  price  of  commoditiefl  that  they  are  com- 
pelled to  buy  is  apt  to  be  counterbalanced  by  the  adTance 
in  price  of  what  they  mannfactnre.  In  some  cases  even, 
especially  where  the  corporation  represents  a  monopoly, 
there  may  actnaUy  be  a  gain  for  the  corporation  becanse 
the  price  of  what  is  mannfactnred  may  possibly  be  ad- 
vanced to  more  than  connterbalance  the  increase  in  cost 
of  raw  materials  and  labor.  Of  conrse,  railroad  compa- 
nies, and  the  same  is  tme  of  public  atilities,  that  own 
valoable  properties  other  than  transportation  facilities, 
such  aa  coal  lands  and  the  like,  may  benefit  by  virtue  of 
such  ownership. 

Orop  ProspeetB  In  Thdr  Balatlon  to  Beourity  Frioet.^ — 
Of  corrent  events  that  have  a  vital  bearing  upon  Becority 
prices,  few  approximate  in  importance  the  annual  condi- 
tion of  the  nation's  agricultural  crops.  The  average  value 
of  these  crops  aggr^nates  annually  between  9  and  10  bil- 
lions of  dollars.  This  huge  mass  of  new  wealth,  bendes 
famishing  directly  a  very  large  share  of  the  high  revenue 
producing  tonnage  of  the  nation's  railroads,  also  vitally 
affects  nwnerous  manufacturing  and  distributing  indus- 
tries whose  securities  are  listed  on  exchanges.  In  fact, 
so  intimate  is  the  relation  between  the  volume  of  our 
crops  and  our  industrial  life  that  many  writers  regard  the 
condition  of  the  crops  as  the  greatest  fundamental  baro- 
meter for  indicating  the  earning  capacity  of  our  railroads 
and  industrial  enterprises,  and  the  stock  market,  it  should 
be  recalled,  is  essentially  a  market  for  incomes. 

While  mining  and  forestry  products  are  important, 
these  are  fairly  regular  on  the  average  and  are  subject  to 
control  in  accordance  with  the  demands  of  business  re- 
quirements. The  products  of  the  soil,  however,  are  mainly 
dependent  upon  climatic  conditions,  and  their  output  is, 
therefore,  uncertain  to  an  unusual  degree.  As  ia  indicated 
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by  the  following  table,  the  anntul  yield  of  leading  agrienl- 
tnral  staples,  such  as  wheat,  com,  and  cotton,  freqaently 
vary  from  10  to  30  per  cent  compared  with  the  preceding 
year.  The  signiflcance  of  this  fact  becomes  apparent 
when  we  realize  that  with  respect  to  onr  f  oar  leading  agri- 
cultural staples,  daring  the  last  10  years,  winter  wheat, 
has  shown  a  maximum  flactnation  between  two  seasons 
of  193,000,000  bushels,  spring  wheat  of  196,000,000,  com 
of  678,000,000,  and  cotton  of  6,163,000  bsles.  Aasonung 
1,000  bushels  to  the  carload,  the  aforanentioned  variation 
in  onr  three  leading  cereals,  it  is  apparent,  represents  a 
stupendous  change  in  the  volume  of  our  railroad  traffic. 

Anni7al  Yisld  or  Leading  Aquuultubai,  Staplxs 
(000,000  omitted) 


Winter  Wheat 

Spring  Wheat 

Com 

Cotton 

(baiw) 

(000  omitted) 

(bushelii} 

(buaheU) 

(buBhels) 

T«M 

Peroent- 

Peroent- 

Peroent 

namit- 

.   •*> 

.   age 

.   '^ 

.  age 

Pro- 

Pm- 

Prr). 

increase 

Prrv 

duo- 

decrease 

duc- 

duo- 

duc- 

demase 

with  pre- 
ceding 
year 

with  pre- 
ceding 
year 

«ith.pr^ 
ceding 
year 

with  pre- 
cedmg 
year 

IfllS 

400 

_ 

330 

_ 

31 2S 

_ 

13,703 

_ 

191H 

VIA 

+31.0 

•iW 

-27.3 

2447 

-2.17 

14.156 

+  3.3 

lt)U 

Wfl 

+31.0 

»\fi 

-14.2 

2fty3 

+  9.2 

J  6,135 

+13.9 

Iftlfi 

174 

-  1.6 

WZ 

+70.9 

■fttftl 

+  12  0 

11,192 

-30.6 

IfllR 

m 

-28  6 

Iftfi 

-Sfi.7 

2Sfi7 

-14.6 

II4.'K 

+  2.3 

1fll7 

41» 

-14.1 

m 

+43.6 

9m 

+  15.1 

11.302 

-  1,3 

I»1K 

■iW 

+36.8 

AW 

+58-9 

2503 

-14.8 

12,041 

+  6.6 

1»l(» 

7;«i 

+29.5 

im 

-42  4 

?im 

+  14  2 

11,421 

-  5.1 

19») 

'.IH 

-20  8 

im 

+  1.9 

^232 

+  13.0 

ia:«ifi 

+17  0 

1021* 

544* 

-  5.4 

m' 

+  1  9 

3032"     -  6.2 

8,203* 

-38.6 

■  Auguat  OoTenuneot  «atimata  for  1931. 
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Moreover,  while  the  aggregate  crop  {or  the  entire  nation 
may  show  an  average  fluctnation  not  to  exceed  10  to  20 
per  cent,  the  flnctuation  in  any  particular  staple,  or  for 
a  given  staple  in  a  particular  section  of  the  country,  may 
show  a  macb  greater  variation,  thus  vitally  influencing 
mannfacturing  industries  dependent  npon  the  said  staple, 
or  seriously  impairing  the  earnings  of  railroads  dependent 
for  their  income  upon  traffic  developed  in  their  particular 
territory.  On  many  occasions  stock  market  quotations 
have  shown  a  relative  shifting  in  the  prices  of  the  shares 
of  different  groins  of  railroads,  because  one  group  was 
seriously  affected  by  a  crop  shortage  or  benefited  by  a 
crop  increase  as  compared  with  another.  It  should  also 
be  noted  that  certain  agricultural  crops  enter  largely  into 
our  escort  trade  and,  therefore,  to  a  large  extent  repre- 
sent a  long  haul  for  the  railroads. 

Considerations  like  the  above  emphasize  the  importance 
of  the  volume  of  the  respective  crops  rather  than  thur 
pricb  At  times,  however,  numerous  speculators,  heavily 
interested  in  the  produce  market,  also  assume  large  com- 
mitments in  the  security  market  at  the  same  time.  Accord- 
ingly, there  occur  instances  where  a  serious  price  movement 
in  the  grain  or  cotton  markets  will  have  a  depressing  effect 
npon  security  prices.  The  parties  interested  in  the  produce 
market,  in  other  words,  might  be  forced  to  liqoidate  their 
securities  in  order  to  meet  their  losses  in  the  produce  mar- 
ket, or  vice  verta.  But  as  stated,  the  security  market  is 
most  vitally  concerned  with  the  prospects  of  the  volume  of 
the  crop.  Since  this  is  an  uncertainty  during  the  entire 
process  of  the  growth  of  the  crop  —  good  prospects  at  the 
b^linning  of  the  season  often  changing  materially  later  — 
speculators  must  keep  a  constant  watch  over  the  situation 
during  the  "crop-growing  season."  The  prospects  in  thitr 
omnection  are  discounted  from  we^  to  week.  It  conse- 
qnently  follows  that  much  of  the  news  in  the  i 
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market  Bhaald  be  "crop  news,"  and  it  is  not  at  all  snr- 
priaing,  in  view  of  the  variety  of  crops  raised,  the  vast 
extent  of  the  crop-growing  area,  the  varying  climatic  and 
other  conditions  in  different  parts  of  the  cotmtry,  and  the 
difBcolties  incurred  in  obtaining  first-hand  information  and 
in  arriving  at  an  approximate  coadasion  as  to  the  average 
showing  throoghoot  the  nation,  that  each  year  should  have 
its  share  of  crop  scare  rumors. 

Were  it  not  for  some  fairly  accurate  and  unbiased  syston 
of  crop  reporting,  first-hand  infcoination  would  be  limited 
to  a  very  few.  The  average  person  woold  be  at  the  mercy 
of  a  flood  of  romors,  and  manipulation  would  exist  on  a 
scale  infinitely  greater  than  at  present.  For  these  reasons, 
as  well  as  because  of  the  fundamental  importance  of  the 
subject  from  a  businees  standpoint,  it  is  highly  essential 
to  have  the  Qovemment  issue  reports  that,  as  is  the  case 
to-day,  indicate  the  condition  of  about  95  per  cent  of  the 
acreage  and  80  per  cent  of  the  total  of  the  nation's  ^ricul- 
tural  output* 
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CHAPTER  XXn 

PRINCIPLES  AND  USAGES  RELATINO  TO  THE 
EXECUTION  OF  ORDERS 

NomerotiB  legal  questions  arise  in  the  condoct  of  the 
stock-brokerage  bosinesa.  It  is  tbe  purpose  of  this  and  the 
next  three  chapters  to  consider  those  legal  principles  with 
which  the  costomer  is  most  vitally  concerned.  In  the  in- 
terest  of  clearness  ssch  legal  phases  may  be  grouped  con- 
veniently under  (1)  principles  and  usages  relating  to  the 
ezecntion  of  orders;  (2)  rights  and  duties  of  bnAer  and 
customer  in  margin  transactions;  (3)  roles  governing  the 
re-pledging  of  securities;  and  (4)  the  extent  to  which  cus- 
tomers' margins  and  pledged  securities  are  protected  in 
case  of  the  broker's  insolvency, 

Qenenl  Z.egal  Nature  of  the  Order. — ^In  the  executbn  of 
an  order  the  broker  acts  as  agent  for  bis  employer,  the 
customer.  Legally,  the  order  serves  a  two-fold  purpose, 
namely,  (1)  to  express  the  customer's  intent,  and  (2) 
to  invest  the  broker,  the  customer's  agent,  with  full  au- 
thority to  complete  the  transaction  he  has  been  asked  to 
make.  With  respect  to  the  first  of  these  pnrposes,  it  is 
essential  that  the  customer  should  make  his  order  so  clear 
as  to  avoid  all  misunderstanding  on  the  part  of  the  broker. 
Probably  no  vocation  involves  so  many  customs  and  tech- 
nical terms  as  the  brokerage  business,  and  by  law  the 
customer's  failure  to  understand  or  even  know  of  the 
existence  of  such  usages  does  not  excuse  him  from  being 
bound  by  them.  With  respect  to  the  second  purpose,  the 
coBtomer  must  necessarily  authorize  the  broker,  when  exe- 
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mting  the  order,  to  observe  the  rules  and  custom^  of  the 
ezehange  of  Tbieh  he  is  a  member. 

AsBUmii^  that  the  broker  executes  the  order  in  strict 
compliance  with  its  terms,  and  the  customs  and  usages 
of  the  market,  the  customer  is  legally  bound  to  assome  all 
consequences  that  neceasarily  result  from  the  authorised 
perrormance  of  his  proposal  (the  order)  to  the  broker.  As 
summarized  by  Eliot  Norton,*  the  customer  agrees,  in  con- 
sideration of  the  broker's  acceptance  of  the  order  "to 
reimburse  and  indemnify  the  broker  for  all  outlays,  ex- 
penses, liabilities,  and  losses  necessarily  or  reasonably 
incurred  in  acting  as  his  agmt.  This  very  obTionsly  in- 
volves  an  cAer  to  supply  the  stock  bn^er  with  the  eecori- 
ties  or  money  needed  to  perform  in  the  event  of  his  con- 
tracting to  buy  or  to  sell;  also  an  implied  offer  to  pay  the 
stock  brewer  a  commissian  in  accordance  with  the  reqoire- 
ments  of  the  rules  of  his  stock  exchange." 

Z«gal  Interpretation  of  the  Order. — Orders  to  buy  or 
sell  are  generally  given  in  the  smallest  number  of  words, 
and  with  certain  firms  the  practice  is  simply  to  have  the 
order  blank  contain  the  words  "buy"  or  "selL"  Irreapee- 
tive  of  the  wording  lued,  however,  the  meaning  of  the 
order,  according  to  the  courts*  must  include  all  of  the  rules 
and  usages  prevailing  in  the  market.  According  to  the 
first  case  "a  principal  sending  an  order  to  a  broker  doing 
business  in  an  established  market  or  trade,  for  a  transae- 
tion  in  that  trade,  thereby  confers  upon  the  broker  au- 
thority to  deal  according  to  any  well  settled  usage  in  such 
trade  or  market."  The  form  of  the  order  usually  assumes 
some  such  wording  as:  "(buy)  or  (sell)  for  my  account 
and  risk  200  A.  R.  at  40."    This  order,  however,  must 

>  Qiot  Norton,  The  PunluM  or  S«l«  of  Securitiw  tiaraodi  a  Stock 
Broker,   publidwd  in  "Stooki  Md  the  Stoek  Mwket,"   Imub  ^  (A* 


wriem  Aeadam  of  PaiOitiU  and  Social  Stitnot,  IStO,  p.  84. 

See  Bibb  ».  JUQen,  140  U,  S.  481,  and  Clein  >.  AmieMD,  1S3U.  8. 4 
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be  amplified  in  order  to  give  its  bufl  legal  meanins.  The 
wording  of  the  order  is,  therefore,  repeated  with  refereneee 
to  the  insertionfl  that  are  legally  imdentood  to  be  in- 
oloded:* 

(1)  Buy  (2)  for  my  (3)  acootmt  and  (4)  risk  (S)  200  (6)  JLR.  <7) 
at  40  (8)  (9). 

(i)  "/  Ordtr  Ton  to  CoiUract  to  Buy."— It  if  all-im- 
portant  to  hear  in  mind  that  an  order  does  not  aetnallr 
ctmstitate  a  pnrchase  or  sale.  Instead,  it  is  simply  "on 
txeeutory  contract  of  idU,"  that  is,  a  e<mtract  to  make  a 
porehaae  or  sale.  Although  having  contracted  with  some 
other  brewer  for  the  purchase  or  sale  of  stock,  the  agree- 
ment may  never  be  actnally  performed  for  scnne  such  rea- 
son as  the  inability  of  the  other  broker  to  deliyer  or  receive 
the  secnritieB  in  qaestion.  Under  sach  circomBtances  the 
ctistomer  cannot  insist  that  his  broker  mnst  delirer  or  re- 
eeive  the  stodc  inToIved  in  the  order  to  boy  or  selL  The 
broker  has  simply  agreed  with  his  costomer  to  contract  to 
bny  or  Bflll  the  stock  in  gnestion.  For  reasons,  over  which 
he  had  no  control,  tiie  actoal  pnrchase  or  sale,  which  he 
had  contracted  in  good  faith  to  perform  with  some  other 
bnAer,  could  not  be  consnnunated. 

{2)  "Immediately  on  tlte  Exchange  of  which  Tou  Art 
a  Member  According  to  AU  its  Bvlee  and  Oustonu."— Li 
the  absence  of  a  special  agreement  to  the  contrary,  all 
orders  to  bny  or  sell  mnst  be  ezeoated  in  the  open  maiket 
on  the  floor  of  the  Exchange,  and  attention  has  already 
been  called  to  the  fact  that  every  Exchange  compels  all 
transactiona  on  its  floor  to  be  made  in  strict  compliance 
with  its  roles  and  nsages.  The  bn^er  not  only  sgnm  with 
the  customer  to  observe  all  snch  regalationa,  bnt  the  latter 
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must  also  neeasarilr  agree,  if  he  wuhes  the  order  ezeeiitod 
on  the  Exchange,  to  allov  his  broker  to  comply  with  all 
reqairements  imposed  upon  him  by  the  Exchange  of  whieh 
he  is  a  member,  and  which  he  expressly  agreed  to  observe 
at  the  time  of  his  election  to  membership.  Prompt  execu- 
tion of  all  orders  is  also  onderstood.  Execution  of  the 
order  at  the  earliest  possible  moment  is  essential  if  the 
customer  is  to  obtain  the  best  possible  price,  and  ne^eet 
of  dnty  in  this  respect  will  sobject  the  bn^er  to  liability 
for  any  resolting  damage. 

{3)    "My  accoont"  means  "for  me  and  on  my  bekdlf." 

(4)  "My  risk"  is  to  be  interpreted  ss  meaning  "I  (t\4 
cuttomer)  to  assume  tke  risk  of  any  failure  on  your  part, 
using  due  care  and  diligence,  to  perform  the  executory 
contract."  The  customer,  in  other  words,  does  not  require 
the  br<^er  to  guarantee  that  any  contract  to  boy  or  sell, 
vdiicb  he  may  make  in  pnrsoance  of  his  order,  will  actually 
be  performed  by  the  broker  with  whom  be  has  contracted. 

(5)  "Regular  way  delivery." — ^When  no  reference  is 
made  in  the  order  to  the  time  when  the  securities,  which 
the  broker  is  instructed  to  contract  to  buy  or  sell,  shall 
be  deUvered,  it  is  understood  that  he  should  contract  to 
buy  or  sell  for  "regular  way  delivery,"  that  is,  for  d«- 
lirery  up(m  the  business  day  following  the  day  upon  which 
the  purchase  or  sale  is  made. 

(tf)  "200  shares  of  the  common  stock." — The  figure 
200  refers  to  the  number  of  shares  of  the  particular  stock 
that  the  broker  is  to  contract  to  buy  or  sell.  In  law  the 
broker  is  entitled  to  buy  or  sell  a  smaller  quantity  of 
shares  than  is  set  forth  in  the  order.*  By  usage,  however, 
it  is  customary  not  to  split  into  "odd-lots,"  lota  for  less 
than  100  shares,  an  order  for  the  purchase  or  sale  of 
100  shares  or  multiple  thereof.    Thus  in  the  order  under 

•8m  Mu7«  ».  BtnuM,  S  Fed.  483. 
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condderatioa  the  bn^er  may  eontraet  to  \mj  two  lOO-Bfaare 
lots  from  two  other  brewers.  Shonld  the  corporaticai  have 
both  preferred  and  commoiL  stock  listed  on  the  Exchange, 
and  should  the  <^er  fail  to  specify  the  kind  of  stock 
intended  to  be  bought  or  sold,  it  is  presnifaed,  nnleae  the 
stipulated  price  dearly  indicates  a  different  intent,  that 
the  order  has  reference  to  the  common  stock. 

(7)  "Of  the  American  SmetHng  and  Refining  Com- 
pany at  iO."  To  save  time,  especially  in  transmitting 
qnotati<m8,  nnmerons  abbreviation^  are  used  to  represent 
the  fall  names  of  corporations  as  well  as  the  varioos  kinds 
of  stocks  and  bonds.*  Symbolic  references  most  be  given 
the  meaning  customarily  accepted  in  the  market,  and  the 
broker  is  protected  if  he  observes  such  abbreviations  cor- 
rectly. In  oar  sample  order,  the  letters  "A.  B."  stand  for 
The  American  Smelting  and  Beflning  C!ompany. 

The  figure  40  refers  to  the  namber  of  dollars  per  share 
at  which  the  broker  shall  omtract  to  bay  the  stock. 
Should  the  order  stipalate  no  price,  it  is  understood  that 
the  brewer  is  ordered  to  contract  to  hay  or  sell  the  secarity 
at  the  beet  price,  that  is,  "at  the  market  price."  The 
order,  however,  may  expressly  state  that  it  shall  be  ez- 
ecated  "at  the  mat^et."  In  that  event  the  broker  agrees 
to  contract  to  boy  the  stock  at  the  lowest  possible  price, 
or  to  sell  it  at  the  highest  price  obtainable. 

(8)  "Or  better." — Should  the  order  specify  a  fixed 
price,  these  words  are  presumed  to  be  read  into  the  agree- 
ment Thus  OUT  sample  order  instructs  the  brcdcer  to 
contract  to  buy  American  Smdting  and  Befining  common 
stock  at  "40  or  better."  With  respect  to  the  price,  proper 
service  to  the  customer  always  implies  that  the  brcAer 
most  contract  to  boy  or  sell  at  the  best  possible  pric^ 
that  is,  a  lower  price  than  may  be  stated  in  the  order  to 

*  See  Chspter  Xm,  on  "  Hw  QuotetioD  Swrioe  of  EzchsagM." 
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pnrehaa^  and  a  hifibor  pijee  than  that  itipiilatad  in  die 
order  to  sdL  The  piiee  of  40  in  our  auapb  order  mar 
have  been  based  apon  the  laet  quotatim  for  100  diarei. 
Tet,  by  the  time  the  order  to  boy  reaebee  the  floor  of 
the  Exchange,  the  cnrrent  qootation  may  have  changed 
to  39^.  The  customer  has  a  ri^t  to  this  better  priee  if 
it  can  be  obtained,  and  the  broker  is  never  entitled  to 
more  than  his  comminicai  and  all  legitimate  expotses: 
No  secret  profits  may  be  made  by  the  broker  oat  of  taj 
transaction  entrosted  to  liim  for  execotion.* 

(j>)  "Hut  order  to  remoiit  tit  forts  for  ihii  iajf  oii%." 
— ^Unless  the  order  expressly  states  that  it  is  to  remain 
in  force  for  a  longer  period,  it  is  understood  that  tba 
broker's  anthority  to  Mmtract  to  bny  or  sell  is  limited  to 
the  day  on  vhidL  the  order  is  ^en.  BnAers  are  atwajv 
very  carefnl  to  bare  customers  specify  the  time  limita 
daring  which  tbdr  ordere  are  to  remain  in  force.  Verj 
cemmonly  orders  specify  some  partieolar  period  of 
time  daring  i^eh  they  are  to  ronain  in  force,  or  are 
made  to  read  "good  nntil  coontermanded."  In  the  ab- 
sence of  some  agreement  corerisg  the  matter,  brewers  also 
follow  the  general  cnsttHn  of  canceling  orders  and  of 
requesting  new  instroctions  from  the  castomer  when  the 
■todc  to  be  purchased  or  sold  sells  "ex-dividend"  or  "ex- 
rights." 

The  foregoing  explanation  shows  that  legal  prindpUi 
and  usages  constitute  an  important  part  in  the  interpre- 
tation of  an  order  to  bay  or  sell  throu^  a  stock  broker. 
Bewritten  with  a  view  to  including  the  aforementioned 
ideas,  our  sample  order  would  read  as  follows : 

I  order  yoQ  to  contract  to  boy  immediatdy  on  the  Ex- 
change of  which  you  are  s  member,  aeeordUig  to  all  ita 
roles  and  customs,  for  me  and  in  my  behalf,  (I,  the  cat- 

•  See  magmortk  w.  DaHott,  60  N.  J,  Eq.  8. 
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tomer,  to  BBSOine  tlie  risk  of  any  failure  on  yam  purt, 
luiiig  dne  care  and  diligence,  to  perform  the  execotory 
eontraet)  regnlar  way  delivery,  200  shares  of  the  ctonmon 
stock  of  The  American  Smelting  and  Befining  Company 
at  40,  or  better,  this  order  to  remain  in  force  for  this  day 
only. 

Other  fiBporta&t  ObUgatiani  of  the  BRdnr.— In  addi- 

ticm  to  the  foregoing,  the  folloiring  three  important  dnties 
of  the  br(&er  are  abo  implied: 

1.  The  customer  most  be  given  foil  notification  of  every 
transacti<m  setting  forth  "a  description  of  the  secorities 
pnrchssed  or  sold,  the  name  of  the  person,  firm,  or  cor- 
poration from  whom  they  were  purchased,  or  to  whcan  they 
were  sold,  and  the  d^r,  and  the  hours  between  ^^ch  the 
transaction  took  place. ' '  *  This  is  now  a  statutory  reqoiro- 
ntent  in  New  Yo^*  althongh  with  the  exception  of  stat- 
ing the  time  of  execation,  brdcers  have  always  followed 
a  cnstom  of  givizLg  the  aforementioned  data  to  thdr  cns- 
tomera  Proper  occoante,  showing  the  names  of  all  persons 
with  whom  he  has  dealt  for  his  costomer,  most  also  be 
kept  by  the  broker,  and  presumption  of  value  against  him 
is  BSBnmed  in  case  of  failore  to  comply  with  this  reqnire- 

r  Sunad  P.  OoMibui,  A  Bandbookef  Sloek  Bxehanga  lnvM,  p.  48. 
•See  Iahs  of  1913,  Cb.  693.    Ae  atotute  proridH  ttaelftpcf- 
■"    —    'Ji8   DuaipeM  of  purduanc  or  Mlliiig  ea  bn>k«' 


, I,  and  other  evideaoe  m  debt  of  cxHpontioDS,  oompuuea, 

or  uBootaliaiiB  ahall  deliver  to  eaofa  ouetomer  on  whoee  behaU  a  par- 
■*"*-  at  aale  c(  auob  aeeuritiee  ia  made  bjr  htm  a  atatement  or  memo- 
randiim  of  euch  purohaee  or  aale,  a  dMcription  <A  the  aecuritiea  pti^ 
cfaaaed  or  aold,  the  name  erf  the  paeon,  firm,  or  oorporatam  from  mom 
Buoh  aeeuritiM  were  purehaaed,  or  to  whom  the  aame  were  aold,  and 
the  day,  and  the  houia  betweco  irtiieh  the  tianaaetiona  took  plaoa. 
A  broker  irtto  rcAiaee  to  deliver  euch  statement  or  maaoTSodum  to 
a  enatomor  within  twentr-four  hours  after  a  wiittai  donand  therefor, 
or  who  delivcn  a  atatemaot  or  memorandum  iriiich  ie  fake  in  any 
material  reqieot,  ie  giS^  of  a  miedemeantff,  punidiaUe  by  a  finie 
o(  not  mottt  than  five  hundred  doUats,  at  impriaoamoit  for  not  mon 
tbaa  one  yew,  or  both. 
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2.  Correspondents  or  branch  ofBee  managers  of  ft  ttodt 
bnAer  are  his  legal  agents  in  transactions  between  Wmiidf 
and  a  customer.  Accordin^y,  the  broker  is  bound  by  tbe 
sots  of  such  correspondents  or  managers,  although  there 
may  be  a  tiolstion  of  some  private  instrnction  unknown  to 
the  customer. 

3.  A  brcdter  is  legalfy  forbidden  to  bojr  his  customers* 
secorities  or  to  sell  his  own  secnrities  to  the  customer, 
except  hy  consent,  that  is,  he  "cannot  act  as  principal  and 
agent  in  the  same  transactitm  without  his  cnstomer'a  con- 
sent." *  Such  dealing  is  regarded  hy  the  courts  as  opposed 
to  public  policy,  irrespective  of  whether  the  customer  hai 
actually  been  injured  or  the  transaction  is  tainted  with 
fraud.  Nor  may  the  broker  represmt  both  buyer  and 
seller  in  n^otiating  a  purchase  or  sale."* 

UsageB  In  the  Stook-Brokarage  BnibusL — Variona 
references  have  been  made  in  the  preceding  pages 
to  nsages  prevailing  in  our  organized  exchange  markets. 
The  number  of  such  usages,  however,  is  so  large  as  to  pre- 
clude more  than  a  summary  of  the  most  important  ones. 
Suffice  it  to  state,  therefore,  the  general  rules  that  permit  or 
pndiibit  nsages  in  the  stock-bndterage  business.  The  legal 
rules  relating  to  the  doctrine  of  usage  in  this  busineas  are 
very  ably  discussed  at  great  length  by  Dos  Passes  in 
Chapter  IV,  on  Usages  of  Stock  Brokers.**  Tbe  principal 
points,  as  outlined  by  Dos  Passos  are ; 

1.  "The  usage  of  a  business  is  never  permitted  to  make 
an  entire  or  new  contract  for  the  parties."  The  purpose 
of  usage  is  to  supply  deftciencies  and  omissions. 

2.  The  interpretation  of  technical  terms  and  abbrevia- 
tions depends  upon  the  usage  of  the  business.  Expert 
testimony  must  explain  the  meanings  of  the  terms  used 

*See  Porter  v.  Wormaer,  H  N.  Y.,  443. 
■•  See  Levy  V.  Loeb,  S5  N.  Y.,  SOS. 

"J.  R.  Do*  Puns,  TrMhM  on  lb  Lm  t/  Biodt  Bnkm*  md  Stack 
I,  *dL  i,  Chap.  IV,  pp.  410-174. 
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and  the  brt^er  is  protected  if  the  osBge,  as  understood  by 
the  trade,  has  been  complied  with.  Definitely  expressed 
c<mtracts,  however,  cannot  be  varied  by  usage. 

3.  Usages  cannot  be  opposed  to  "fixed  roles  of  law," 
may  not  be  opposed  to  public  policy,  and  may  not  be  un- 
reasonable. If,  however,  a  usage  does  not  conflict  with 
the  aforementioned  three  principles  it  is  permiaajble  as 
forming  a  part  of  the  contract,  and  is  preenmed  to  enter 
into  the  intent  of  the  contracting  parties. 

4.  A  customer,  when  emplc^ing  a  brewer,  may  presoma 
that  be  baa  engaged  bim  with  reference  to  "the  costtnu 
of  brewers."  Likewise,  a  stock  bn^er  when  employed  m^ 
presume  implied  aathorjty  to  observe  all  the  roles  and 
nsf^es  of  the  exchange  of  which  he  is  a  member.  As  al- 
ready stated,  the  courts  have  gone  so  far  as  to  read  into 
every  order,  even  if  given  in  the  form  of  a  brief  tel^^raph 
message  the  entire  constitntion  and  by-laws  of  the  ex- 
change of  which  the  employed  broker  is  a  member. 

6.  A  contract  may  be  interpreted  by  introducing  the 
usages  of  a  particular  firm,  provided  such  osages  are 
known  to  the  party  i^on  whom  it  is  sought  to  make  them 
binding.  But  a  broker  cannot  l^ally  bind  his  client  to 
such  particular  usages  when  they  do  not  follow  the  ordi- 
nary and  customary  method,  unless  there  is  an  express 
agreement  with  the  customer  corsring  the  usages  in  ques- 
tion. 

6.  The  OBOal  obligations  of  a  brewer  may  be  changed 
by  special  agreement  with  his  client.  In  other  words,  a 
special  contract  may  be  entered  into  limiting  the  liability 
of  the  parties  in  any  respect  that  is  not  contrary  to  law 
or  to  the  specific  requirements  of  the  exchange  of  which 
Gie  brewer  is  a  member. 

Broken  Hoit  Exerdse  Due  Oare  and  IMUgous. — 
Whether  acting  as  agent  or  pledgee,  the  brewer  is  required 
to  use  due  care  and  diligence  in  executing  his  custtmier's 
orders  and  in  taking  care  of  pledged  securities.    The  <nily 
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diffieohy  it  to  deflne  tlie  degne  of  ean  tiut  matt  h»  «e> 
erased.  Eliot  Norton  defineB  doe  care  md  diBflHW*  «■ 
foOowv:**  "The  degree  of  esn  i^iieh  •  >tot^  broks'  matt 
wbow  ia  to  be  measured  by  the  atandard  of  am  irindi  % 
faithfol  and  inteUigeDt  stock  broker  tborau^ily  WhA  in 
bis  biumcas  wonld  shoir."  In  this  eoDiieetjai  the  widely 
known  case  of  Isham  v.  Port  (141  N.  T.  100)  is  atao 
worthy  of  special  stad^.  Here  it  was  hdd  that  "tfaoaa 
who  dealt  with  him  (the  broker)  eontraeted  for  and  had 
8  right  to  expect  a  degree  of  care  coouneiisaTate  with  tha 
importance  and  the  riAs  of  the  bonness  to  be  done,  and 
a  ddll  and  capacity  adeqnate  to  its  perfonnaneei"  Tha 
coort  gsTC  this  general  ruling  eren  thoo^  the  &ets  duwad 
Hmt  in  this  instance  the  service  to  be  rtndoed  bj  tha 
broker  was  to  be  grstnitoos. 

BrieAf  stated,  thJs  case  involved  an  aetkm  Imia^t  b^ 
the  plaintiff,  as  troAee,  to  recover  from  Post,  the  broker, 
425,000  alleged  to  have  beei  placed  in  his  hands  to  b« 
loaned  for  the  plaintiff  and  to  be  retnmed  on  demand. 
Post  loaned  the  money,  taking  as  collateral  certain  stoA 
certificates  that  had  been  raised  bj-  a  forgery  so  as  to  rep- 
resent a  much  larger  nomber  of  afaores  than  they  wera 
iastted  for,  with  the  result  tliat  a  large  loss  occurred  sinee 
the  firm  borrowing  the  money  became  insdvent.  It  alao 
appears  from  the  facts  of  the  case  that  the  loan  was  made 
to  B  firm  in  good  repate  and  standing  at  the  time,  and  that 
the  original  certificates  were  genuine  and  lawful,  having 
been  issued  six  jrears  previously  to  a  member  of  the  firm. 
Moreover,  the  loan  was  made  l^  Post's  "'■"■gi"g  elerk, 
who,  although  having  hod  an  extennve  experience  in  snch 
transactions,  and  having  handled  many  of  the  certificates 
of  the  stock  in  question,  admitted  that  he  took  the  eertifl- 
cates  as  collateral  without  close  serotiny.    Ihe  trial  court 

»  EUot  Noctoo.  «p.  tit.,  p.  37. 
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foand  that  Post  was  negligent  in  iwlring  the  loan  npon  the 
aMoritr  of  the  certificates  on  the  foUoving  three  grounds, 
nameL;,  that  he  to(A  them  withoat  close  examinaticm,  witb- 
ont  presenting  them  for  verificatJon  at  the  office  of  iasae 
or  registry,  and  without  inqoiry  as  to  the  solvency  of  the 
borrowing  firm.  With  reference  to  each  of  these  contoi- 
tioDB  the  trial  court  was  orermled,  the  higher  conrt  main- 
tuning  that  the  broker's  duty  does  not  extend  to  inquiry 
into  the  solvency  of  firms  general^'  reported  to  he  respon- 
sible, and  that  the  broker  cannot  be  held  responsible  for 
loss  through  a  forgery  so  cleverly  made  that  a  reaaonaUe 
examination  will  not  indicate  anything  on  the  face  of  the 
certificates  to  arouse  suspicion. 

Brolran  Oommunisatious  not  PrivOegsd. — ^With  respect 
to  secrets  of  state,  communications  or  other  information 
confided  by  a  client  to  his  legal  advisers,  or  knowledge 
gained  by  a  physician  in  attending  a  patient,  wise  public 
policy  demands  that  certain  kinds  of  evidence  need  not  be 
famished  in  case  of  legal  controversies.  Numerous  at- 
tempts have  been  made  to  establish  the  principle  'that 
commanications  and  transactions  between  broker  and 
client  should  receive  similar  treatment.  Such  considera- 
tion, however,  has  been  refused  by  the  courts."  Althon^ 
commnnicaticHis  and  transactions  between  brokers  and 
clients  are  observed  as  strictly  ctmfidoitial,  they  cannot, 
from  a  legal  point  of  view,  be  ccmsidered  as  privileged  in 
legal  proceedings. 

RxFaaaMciB 

J.  R.  Doe  FUKM,  TrtatiM  on  the  Laa  cf  Slodi  Bnlcen  md  Stode 
Bxdtangea,  vol.  i,  Ch&p.  in  on  "Analysn  of  Tntoaacdme 
betwerai  Broko'  and  Cuent  upon  Purchsae  or  Sale  o(  Stocfa 
in  the  United  States,"  pp.  173-406;  elso  Chap.  IV  on  "Usages 
<a  stock  Broken,"  pp.  410-466. 
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BemuA?.  0<Adai»a,  A  Handbook  tff  Stodi  BxtAmgt  Lout,  Vui  m, 

OD  "The  Broker  and  hie  Customtt." 
Eliot  Norton,    "The  Purchue  or  Bole  of   Seeuritiee  throiu^  • 

Stock  Broko-,"  published  in  "Stocks  and  the  Stook  Maifet," 

Afmai*  <tf  the  American  Aeademj/ <^  PoHtiaU  and  Social  Sdmea, 

May,  1910,  pp.  24-42. 
Isham  tr.  Port  (141  N.  Y.  100). 


CHAPTER  X-XITf 

THE    LBOAL    NATURE    OF    A    SPECULATIVE    PURCHASE 

FliuuwUI  Hattm  ti  a  SpemiUtiTe  FnrohMa. — ^A  ver; 
large  proportion  of  the  total  bosincffl  on  American  ez- 
changea  conaista  of  margin  tranaactdons,  where  the  pnr- 
diaaer  pays  only  partially  for  the  secnritieB,  the  broker 
holding  the  aUx^  as  a  pledge  and  borrowing  the  balance 
of  the  porchase  price.  In  such  tranaactiona  the  customer 
advances  a  certain  percentage  of  either  the  purchase  price 
or  the  par  value  of  the  stock.  The  percentage  required, 
called  the  mar^,  will  depend  npon  the  nature  of  the 
aecurity  under  consideration,  the  character  of  the  market 
at  the  time,  and  the  individual  wishes  of  the  broker.  Some 
securities,  because  of  their  high  price,  speculative  char- 
acter, or  inactivity  in  the  market,  fluctuate  much  more 
within  a  short  time  than  securities  having  the  advantages 
of  a  continuous  market,  and,  therefore,  a  larger  marf^ 
will  be  required.  Usually,  bnt  not  necessarily,  brokers  in 
financing  maigin  transactions  advance  a  certain  amount 
of  their  own  capital,  the  balance  of  the  purchase  price 
being  advanced  by  the  bank  with  whom  the  porchased 
secnrities  are  hypothecated  as  collateral  for  the  loan.  Aa 
regards  good  collateral,  bankers  usually  require  a  margin 
of  at  least  20  per  cent  in  excess  of  the  loan.  It  should  be 
emphasized,  however,  that  the  respective  amounts  advanced 
by  the  three  parties  cimcemed  in  the  flnaneing  of  a  specu- 
lative transaction — customer,  bnAer  and  banker — ^vary  at 
diifereut  times  to  meet  general  maiket  conditions  or  the 
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conditionfl  pertaiuing  to  particular  seeurities,  Hm  hroker 
ezercifflng  his  judgment  in  the  matter. 
ronn  of  the  Order  in  a  Speenlative  TnuuMrtioai^-Aa 

regards  the  execation  of  the  order  the  rights  and  duties 
involved  are  the  same  as  those  stated  in  the  preceding 
chapter  in  connection  wjth  the  order  f(H?  an  ontri^t  pur- 
chase or  sale.  Owing  to  the  credit  rdation  between  brok^ 
and  cnstomer  in  a  mar^  transaction,  however^  the  order 
most  take  the  form  of  a  more  elaborate  agreement  than 
that  already  discossed.  While  the  wording  of  orders  oaed 
by  different  firms  varies,  the  fall  form  generally  tued  may 
be  illustrated  by  the  following: 

19.... 

To  (Name  of  firm) 


(Addrtsa) 
Please  BUY  for  account  and  risk  of  the  ant 


This  order  to  remain  in  force  until inclniive. 

Ton  may,  at  public  sale,  or  at  the 

(New  Toi^  Stock  Exchange) 
(Philadelphia  Stock  Exchange) 
or  elsewhere,  sell  withont  notice,  and  m^  buy  in,  at 
any  pablic  or  stockboard  sale,  all  stock  purchased  for 
me  when  all  your  liability  for,  and  all  indebtedness  to 
you  of  the  ondersigned  shall  not  be  satisfactorily  secnred ; 
it  being  nnderstood  that  yoa  reserve  the  right  to  determine 
such  security.  It  is  further  understood  that  you  shall  have 
the  right  to  hypothecate  said  stock  and  any  other  securi- 
ties hdd  by  yon  as  collateral  to  my  account,  and  that  with 
or  without  other  collateral  for  such  loans,  and  on  such 
terms  as  you  may  see  fit  for  the  general  purpose  of  your 
businesB. 
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And  I  herdy  authorize  7011,  whenerflr  demand  shall  be 
made  upon  me  hy  mail  or  otherwise  for  the  payment  of  the 
fall  pnrchase  price  and  accmed  interest  at  the  stock 
boQght  nnder  this  order,  and  sud  request  is  not  immedi- 
atel7  complied  with,  to  sell  it  as  hereinabove  provided.  It 
is  further  to  be  understood,  and  I  hereby  agree,  that  the 
above  meationed  conditions  shall  apply  to  all  fatore  trans- 
actions between  myself  and  the  above  named  firm,  whether 
ord^B  are  given  verbally  or  otherwise. 

I  further  agree  that  all  regular  statements  of  account 
enrrent,  as  rendered  me  from  time  to  time,  are  acknowl- 
e^ed  to  be  Correct  unless-  notice  is  given  to  the  above 
firm,  within  three  days  after  receipt,  of  any  exceptions 
thereto. 

(Name) 

(Address) 

Many  brokerage  firms  have  order  blanks  that  are  mudi 
briefer  than  the  foregoing,  and  in  some  instances  the  blanks 
merely  contain  either  the  word  "hay"  or  "sell."  But 
whatever  the  form  of  the  order,  it  is  understood  that  the 
foregoing  conditions  shall  be  observed. 

The  conditiona  contained  in  the  above-mentioned  order 
have  been  inserted  with  a  view  to  protecting  the  brc&er 
against  the  operation  of  the  law  of  pledgor  and  pledgee, 
which  the  courts  have  held  governs  transactions  where 
securities  are  purchased  on  a  margin  and  are  held  by  the 
broker  as  a  pledge  against  the  advancement  of  a  part  of 
the  purchase  price.  According  to  the  law  of  pledgor  and 
pledgee,  as  will  be  explained  later,  the  bitAer  cannot  sell 
a  customer's  securities  without  "reasonable  notice"  for 
more  margin  unless  there  is  an  express  understanding 
with  the  customer  to  the  contrary,  hence  the  stipulation 
that  the  stock  may  be  sold  vnthottt  notice  if  the  customer's 
liabili^  for  all  indebtedness  to  the  brcAer  shall  not  be 
satis&ctorily  secured. 
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Where  the  diflnt  is  "long"  of  Bto(^  the  poBttion  of  tlia 
brewer  8a  pledgee  has  caused  the  courts  to  hold  that  the 
pledged  stock  most  be  sold  at  a  public  sale  just  as  any 
other  pledged  article.  A  stodc  exchange,  in  this  connec- 
tion, has  repeatedly  been  held  by  the  conrta  not  to  be  a 
place  of  public  sale,  since  exchanges  "are  easentiallT 
priTate,  no  one  being  allowed  to  enter  the  room  bat  mem- 
bers." AlthoQ^  technically  correct,  this  construction  is 
clearly  untenable  from  a  practical  point  of  view,  since 
oar  exchange  markets  are  in  all  essential  particolan  pnblie 
markets  that  command  the  best  prices  obtainable  for  se- 
cnrities.  Exchange  markets,  as  already  explained,  are 
continaoos  markets  that  give  to  buyers  and  sellers  the 
advantages  inherent  in  a  lai^  market  where  numerous 
bnyeta  and  sellers  are  always  present,  and  where  clients 
may  be  represented  by  brokers  of  their  own  choosing  to 
carry  oat  their  wishes.  Certainly  at  no  pnblic  aoction  can 
securities  be  sold  to  such  advantage,  and  it  shoald  be  noted 
that  buyers  at  public  aactions  are  asoally  guided  in  their 
bids  by  the  quotations  prevailing  on  the  regalar  exchanges. 
In  case,  however,  a  castomw  is  "short"  of  sto(^  and  his 
marpn  becomes  so  impaired  through  a  rise  in  price  as  to 
compel  liquidation,  the  courts  have  been  obliged  to  give 
a  ruling  to  the  effect  that  the  broker  can  "bay  in"  on  the 
exchange,  althou^  no  special  clause  giving  this  ri^t  to 
the  broker  has  been  inserted  in  the  order.  It  woald  be 
ridiculous  to  compel  the  broker  to  parchaae  at  a  public 
auction,  at  which  no  one  may  be  present  with  the  kind,  or 
requisite  amount,  of  stock  that  he  wishes  to  buy.  In  the 
case  of  a  sale,  however,  the  courts  regard  a  stock  exchange 
as  a  place  of  private  sale,  hence  the  stipulation  in  the  order 
that  the  stock  may  be  sold  "at  public  sale,  or  at  the 

exchange,  or  elsewhere"  and  may  be 

boa^t  in  "at  any  public  or  stock  board  sale." 
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Bigliti  utd  DhUm  of  BnOan  and  Otutomen  In  a  Speen- 
lattTa  Traniaetion. — The  case  of  Harkham  v.  Jandon  (41 
N.  Y.  235)'  involTeB  a  full  dascription  of  the  nature  of 
a  Hpecolative  purchase  and  the  respectiTe  rights  and  ohli- 
gations  of  ciwtomer  and  bn^er  in  gnch  a  transaction.  This 
case  is  important  in  that  it  ctmstitates  an  excellent  text 
on  the  sabject  of  mar^n  transactions  and,  with  a  sin^e 
exception,  the  measure  of  damages  in  case  of  wrongdcnng 
or  negligence  on  the  part  of  a  broker,  contains  the  leading 
principles  of  the  present  law  governing  sneh  transactions. 

According  to  the  facts  of  this  case  the  broken  pnreliased 
for  the  plaintiff  certain  shares  of  stock  that  were  to  be 
held  on  margin  sabject  to  the  customer's  orders.  The 
plaintiff  deposited  with  the  brdiers  a  stipolated  margin 
upon  the  purchase  of  the  stock,  and  maintained  that  with- 
out his  knowledge  or  consent  and  without  due  notice  to 
him  the  bn^ers  sold  the  stock  and  conTerted  it  to  thdx 
own  use,  thereby  causing  a  loss  which  he,  the  plaintiff, 
now  sought  to  recover. 

The  brokera,  on  the  other  hand,  alibied  that  they  had 
an  nnderstanding  with  the  plaintiff  to  the  effect  that  a 
margin  of  10  per  cent  of  the  par  value  of  the  stock  should 
always  be  kept  with  them,  and  that  since  the  plaintiff 
failed  to  maintain  this  margin  they  were  at  liberty  to 
sell  the  stock  on  th£  exchange  at  the  market  price  and  in 
accordance  with  the  usages  and  costoms  of  ibe  bnsineas. 
Tb^  further  asserted  that  a  large  decline  had  oecorred 

'  Beskks  the  mkjoritjr  opinion,  thia  cMe  otmtains  tm  iliMiiiitiin 
opiniona.  The  cue  ia  worthy  of  careful  atudy  ainee  it  aoalTaea  in 
dateil  the  nature  of  *  qieotilatm  tnuuaction  aitd  eonatitutea  a  text 
on  the  Bubjeet.  llie  diaaenting  opinions  in  the  caae  mn  aba  veiy 
inatruetive,  and  were  fully  reportea  "  at  the  request  of  many  Icttding 
membera  of  the  profearion  "  bee»use,  aa  the  caae  atatea,  "  numeraoi 
oontracte  an  daily  made  in  Uie  City  of  New  York,  frequently  invohring 
ooormoaa  amountL  and  also,  becauae  of  the  fact  that  thia  ia  the  fiiK 
fuD  consideration  m  the  court  of  last  leaott,  of  the  le^  relataona  of 
the  pailiea  in  audi  otratracta." 


372  THE  STOCK  MARKET 

in  the  valae  of  the  Becnrities,  that  a  call  for  more  margin 
was  made,  that  the  plaintiff  failed  to  supply  it,  that  a 
notice  was  sent  to  the  customer  that  Tmlefls  he  supplied 
the  additional  margin  the  stocks  would  be  sold,  that  an 
exhaustion  of  the  margin  had  occurred,  that  the  cnstomer 
concealed  himself  so  that  notice  coold  not  be  served,  and 
that  thereupon  the  stock  was  sold.  After  applying  the 
margin,  it  was  asserted  by  the  bn^ers,  a  balance  still  re- 
mained dne  them  from  the  plaintiff.  All  questions  of  fact 
inTolved  in  the  transaction  were  referred  to  the  jury  and 
it  was  shown  that  the  plaintiff  was  fumilinr  with  the  cns- 
toma  of  brokers  in  the  City  of  New  York  bnt  that  no  notice 
had  been  given  to  him  of  the  time  and  place  of  the  sale 
of  the  stock.  It  should  also  be  stated  that  about  two 
months  after  the  brokers  had  sold  the  stock  the  plaintiff 
repndiated  the  sale  and  required  a  sale  and  accounting 
aa  of  that  date,  the  stock  having  in  the  meantime  advanced  - 
greatly  in  price.  The  jury,  in  the  main,  upheld  the  c<n- 
tentions  of  the  plaintiff  and  awarded  damages  of  $4,850. 
In  the  appeal  the  court  found  it  necessary  to  analyse 
the  powers  and  obligations  of  the  parties  to  the  contract 
in  question,  and  it  is  in  this  respect  that  the  case  is 
worthy  of  careful  study.  The  cotirt  outlined  the  powers 
and  obligations  of  broker  and  custcmier  in  a  speculative 
transaction  as  follows: 

The  broker  undertakes  and  agrees  in  such  a  transaction ; 

1.  To  buy  for  the  customer  the  stocks  as  indicated  in 
the  order. 

2.  To  advance  all  the  money  required  for  the  pur- 
chase beyond  the  10  per  cent  furnished  by  the 
ctistomer. 

3.  To  carry  or  hold  such  stocks  for  the  benefit  of  the 
customer  so  long  as  the  margin  of  10  per  cent  is 
kept  good,  or  until  notice  is  given  by  either  party 
that  the  transaction  must  be  dosed.    Any  appreda- 
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don  in  the  Talne  of  the  stock  helonga  to  the  ciutomer 
and  not  to  the  broker. 

4.  At  all  timee  to  have  in  his  name  or  under  hJa  con- 
trol, ready  for  delivery,  the  shares  purchased,  or 
an  equal  amount  of  other  bIuiks  of  the  same 
stock. 

5.  To  deliver  snch  shares  to  the  customer  whenever 
reqnired  by  him,  apon  receipt  of  the  advance  and 
commissions  accroing  to  the  broker. 

6.  Or  to  sell  soch  shares  upon  the  order  of  the  cus- 
tomer upon  payment  of  all  advances  and  commis- 
sions, and  to  account  to  the  costomer  for  the  pro- 
ceeds of  the  sale. 

The  costomer  nndertakee  and  agrees  in  this  contract: 

1.  To  pay  the  required  marpn. 

2.  To  keep  such  margin  good  according  to  the  fluctua- 
tions of  the  market 

3.  To  take  the  shares  pnrchased  on  his  order,  when- 
ever the  bnAers  may  reqxure  it,  and  to  pay  the  dif- 
ference between  the  percentage  advanced  by  him 
and  the  amount  paid  therefor  by  the  broker. 

Having  stated  the  duties  and  obligations  of  broker  and 
customer  in  a  specolative  transaction,  the  court  next  out* 
lined  the  two-fold  relation  of  the  broker  and  customer  in 
such  a  transaction.  With  reference  to  the  execution  of 
the  order,  the  legal  position  of  the  brt^er  was  held  to  he 
such  a^  to  make  his  acts  those  of  an  agent.  To  complete 
the  purchase  the  broker  must,  however,  for  the  benefit  of 
his  customer,  advance  his  own  or  borrowed  funds  to  pay 
the  balance  of  the  purchase  price.  He  must  also  carry  the 
stock  for  the  benefit  of  the  purchaser  until  he  is  ordered 
by  him  to  selL  In  rendering  these  services,  the  court  held 
that  the  broker  does  not  act  as  an  agent  whose  engagemrat 
is  simply  to  buy  and  selL  The  plaintiff  insisted  that  the 
relation  between  the  parties  to  the  transaction  js  that  of 
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principal  and  agent  as  far  aa  the  execnticm  of  the  ordv 
to  purchase  is  concerned,  but  that  in  advancing  the  numey 
to  complete  the  purchase  the  relation  of  debtor  and  creditor 
is  created,  and  that  the  brokers,  therefore,  become  gnbjeet 
to  the  law  of  pledgor  and  pledgee.  The  bn^ers,  <n  the 
other  hand,  contended  that  the  relationship  of  the  parties 
is  whoUy  by  force  of  a  motnal  and  dependent  contract, 
that  is,  that  the  agreement  to  cany  the  stock  waa  depend- 
ent on  the  plaintiff  fumishii^  them  with  the  means  to  do 
so,  and  that  in  case  this  was  not  done,  the  obligation  to 
hold  the  stock  ceased  and  the  right  to  sell  it  was  complete. 
The  majority  opinion  of  the  court  held  in  favor  of  the 
plaintiff  and  stated  its  position  in  the  following  words:* 

"In  the  case  of  a  pledge  it  is  well  settled,  that  upon  de- 
fault by  the  debtor,  the  property  in  the  subject  of  the 
pledge,  does  not  thereby  become  absolutdy  vested  in  the 
creditor,  but  that  the  general  property  still  remains  in  the 
debtor.  To  cut  off  his  claim,  the  creditor  may  resort  to 
judicial  process,  or  he  may  sell,  without  judicial  procev, 
upon  giving  notice  to  redeem,  and  giving  notice  of  the 
time  and  place  of  sale." 

The  court  concluded  that,  although  the  formality  may 
not  have  been  followed  in  detail,  a  speculative  transaction 
in  fact  involves  the  delivery  of  the  stock  to  the  customer, 
and  then  the  redelivery  of  the  stock  to  the  broker  as  a 
pledge  for  the  advance  of  the  balance  of  the  purchase 
price.  Holding  stock  on  margin,  it  was  held,  is  essentially 
the  same  as  giving  collateral  as  a  pledge  for  a  loan.  As 
the  majority  opinion  states:* 

"The  contract  between  the  parties  to  this  action,  waa  in 
spirit  and  effect,  if  not  technically  and  in  form,  a  contract 
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of  pledge.  To  authorize  the  defeDdants  to  sell  the  stoek 
purchased,  Hxvy  wer«  boo&d  first  to  call  upon  the  plaintijf 
to  make  good  his  mar^ ;  and,  failing  in  that,  he  was  en- 
titled, secoudty,  to  notice  of  time  and  place  where  the 
stock  woold  be  sold ;  which  time  and  place,  thirdly,  mnit 
be  reasonable." 

The  court  farther  ezpluned  that  the  broker  had  no  right 
to  sell  the  stock  without  a  reasonable  notice  to  the  cus- 
tomer, the  lower  coort  having  dedded  that  soch  notice 
had  not  been  given. 

The  dissenting  opinions  in  this  case  are  also  inatroeUTe 
and  were  pnrpoBely  reported  in  full.  In  one  of  these 
opinions  it  is  held  that  the  constraction  of  the  coort,  which 
vests  the  title  in  the  customer  as  pledgor  and  holds  that 
the  interest  of  the  brokers  con  only  be  that  of  pledgees, 
places  the  broker  entirely  at  the  mercy  of  the  customer 
in  respect  to  the  performance  of  his  agreement  as  to  thn 
proper  muntenance  of  the  margin.  This  constraction  was 
r^arded  as  reqnirii^  the  broker,  although  the  whole 
margin  is  exhausted,  to  retain  the  stock,  although  rapidly 
depreciating,  until  the  customer  can  be  found  and  a  reas- 
onaUe  notice  of  the  time  and  place  of  sale  be  given  to 
him  with  a  view  to  affording  him  an  opportunity  to  save 
himself  from  loss  by  redeeming  the  stock.  In  the  mean- 
time, the  risk  of  loss  from  further  depreciation  ia  placed 
entirely  upon  the  broker. 

A  stady  of  the  dissenting  opinions  shows  two  main  lines 
of  objections  to  the  majority  opinion  of  the  court,  namely, 
(1)  that  the  application  of  the  law  of  pledgor  and  pledgee 
leaves  the  broker  without  protection,  especially  in  view  of 
the  hazardous  understanding  connected  with  a  margin 
transaction,  and  also  because  the  bn^er  ought  to  be  re- 
leased from  farther  liability  when  the  oth^  party  to  the 
agreement  has  not  cMuplied  with  its  pnivisitms  as  regards 
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th«  inaint«unee  of  tlie  mar^;  and  (2)  that  the  meagnre 
of  damaga  adopted  in  this  particular  case  was  exceesive 
and  vr<Htg  in  principle,  since  the  plaintiff  was  held  to  ba 
entitled,  not  to  the  value  of  the  stock  at  the  time  of  the 
Bale,  bat  the  highest  price  the  stock  attained  between  the 
sale  and  the  time  of  the  trial. 

Ab  regards  the  first  objection,  the  majority  opinion  con- 
ceded that  there  was  mncb  in  the  reasoning  presented,  but 
held  that  the  nature  of  the  mai^in  transaction  broaght  it 
clearly  within  the  scope  of  the  law  of  pledgor  and  pledgee, 
since  the  customer  is  the  legal  owner  of  the  stock  and  the 
bnAer  simply  hdda  the  same  as  a  pledge  against  the  ad- 
vances made.  If  the  nature  of  the  business  requires  the 
brokw  to  be  especially  protected,  the  bnAcr  must  secure 
himself  by  a  special  contract  giving  him  the  right  to  sell 
wHbout  notice.  It  is  in  view  of  this  ruling,  aflrmed  many 
times  since,  that  the  order  to  buy  or  sell  in  a  specolativa 
transaction  contains  the  provision  that  the  broker  "may  at 
public  sale,  or  at  the  stock  exchange,  or  elsewhere,  sell 
without  notice  and  may  boy  in,  at  any  public  or  stock 
board  sale,  all  stocks  purchased  for  me,  when  all  your 
liability  for,  and  all  indebtedness  to  you  of  the  undersigned 
shall  not  be  satisfactorily  secured;  it  being  understood 
that  you  reserve  the  right  to  determine  such  security." 
It  will  be  observed  that  in  the  sample  order  given  the 
broker  further  protects  himself  by  having  the  agreement 
contain  the  following  conditions: 

1.  That  the  brewer  shall  have  the  right  to  hypothecate 
the  stock  involved  in  the  transaction,  as  well  as  any  other 
securities  held  by  himself  for  a  customer  on  account,  on 
such  terms  as  he  may  see  St. 

2.  That  the  customer,  upon  demand,  ^rees  to  pay  the 
full  purchase  price  of  the  stock  and  accrued  interest  and 
that  if  this  is  not  done  the  bn^er  shall  have  the  right  to  sdl 
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thfl  stoek  Tithoat  farther  notice  at  any  pnUio  or  private 
sale.  The  agreement  to  have  the  cnstomer  take  up  the  bIoA 
at  any  time  at  the  demand  of  the  bn&er  was  folly  affirmed 
in  the  case  of  Murfch^m  v.  Jandon. 

8.  That  the  customer  will  consider  all  future  transae- 
tions  to  be  governed  by  the  same  conditioiis  as  the  particu- 
lar one  covered  in  the  order,  whether  sach  fotore  orders 
are  given  verbally  or  otherwise ;  it  being  common  practice 
to  sign  an  abbreviated  order  or  to  give  an  order  by  tele- 
phcna 

Meanire  of  Damages. — ^As  regards  the  second  objection 
— the  messure  of  damages  jn  case  the  hrdker  wrongfully 
converts  securities  or  otherwise  acts  contrary  to  law  in 
transacting  bis  client's  basiness — the  finding  in  the  case  of 
MurlrTiftTn  v.  Jandon  has  been  ovemiled  by  later  decimona. 
In  Markham  v.  Jandon  the  measure  of  damages  was  de- 
fined as  being  fixed  by  the  "h^hest  market  price  of  the 
property  between  the  wrongful  conversion  and  the  triaL" 
It  was  soon  seen  that  the  application  of  this  role  would 
•wotk  great  hardship  in  many  cases.  In  fact,  in  M^trfrhitTn 
V.  Jandon  the  costtaner  owed  the  bnAer  at  the  time  he 
was  sold  oat,  bnt  by  the  time  of  the  trial  the  price  of  the 
stock  in  question  had  risen  to  sacb  an  extent  that,  in  ac- 
cordance with  the  above-mentioned  role,  he  was  awarded 
nearly  $5,000. 

In  the  case  of  Baker  v.  Drake,  53  N.  Y.  211,  and  (M- 
ligher  v.  Jones,  129  U.  S.  193,  a  different  ruling,  and  the 
one  now  prevailing,  was  adopted.  The  facts  of  the  last 
case  are  particularly  instnictive.  A  costomar  in  Yirgioia 
City  ordered  the  bn^er  by  telegraph  to  sell  certain  mining 
stocks,  then  being  carried  for  him  by  the  bn^er,  and  with 
the  proceeds  of  the  sale  to  boy  certain  other  mining  stodo. 
The  broker  received  the  order  in  time  to  execnte  the  same 
in  c<mtpliance  with  all  its  term^  bat  no  longer  demred  to 
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do  bosinflss  with  the  client  Instead  of  exeeating  the 
order,  he  waited  for  aereral  days  and  then  gave  notice  hj 
letter  of  his  refusal  to  comply.  Later,  and  without  any 
order  from  the  customer  to  do  so,  the  broker  sold  the  stock 
he  was  carrying  at  a  price  such  as  to  net  a  loss  of  $1,200. 
The  stock  that  the  costomer  had  ordered  the  broker  to  bn; 
had,  by  the  time  of  the  wrongful  conversion,  more  than 
doubled  in  valne,  so  that  if  the  transaction  had  been 
carried  out  as  ordered  the  costomer  would  have  made 
$6,125.  The  bnAer  was  found  guilty  of  neglect,  and  the 
damagea  were  at  first  fixed  in  the  lower  court  "hy  the 
highest  marttet  price  of  the  securities  (in  this  case  two 
securities)  between  the  time  of  the  wrongful  conversion 
and  the  trial"  The  United  States  Supreme  Court,  how- 
ever, reversed  the  mling  of  the  lower  court  and  decided 
to  the  following  effect  :* 

DouFatBom,  mhiaTnatimmtJie  Lavn^SlodeBrohvt  and  Stock  Ex- 
vol.  ii,  pp.  021-924,  in  renowinf  tb«  meuun  of  dunagM 
ooDvorion  of  ■NUritm  t^  •  broker  outkea  tb«  following  sUt^ 


etowM, 
ibr  thB 


Pormerir,  in  an  » 
rtodca,  UH  Mnw 


neUona  for  the  convcnion  of  ordinary  penoul  pr^«rty — riB.,  the 
higbart  price  of  the  seme  between  the  date  of  the  aoovcnioo  and 
the  tune  of  the  trial.  .  .  .  This  rule  wm  adopted  by  Mr.  Sedgwick 
in  hia  learned  traatiae  on  the  law  of  damages,  when  applied  to  actions 
for  the  non-performance  of  oontneta  to  d&ver  merobandiM  or  etoi^ 
ae  bein^  purely  oonjeetural,  and  based  on  the  highly  improbable 
ununption  that  the  plaintiff  would  havn  retained  tJbe  property,  if  tbe 
oontraet  had  been  complied  with,  tilt  the  period  of  its  hii^est  value, 
and  have  thus  realised  the  latter  price. 


K 


B  examination  of  the  subject  and  eases  by  Ur.  Justice  RapaUo. 

TIm  theorv  of  the  old  rule  was,  that  wi>en  a  broker  bad  sold  the 
stock  of  hia  ouent  without  notice  and  thus  committed  a  converaioQ, 
the  latter  mi^t,  within  a  reasonable  time  after  notice  of  the  »tlt, 
begin  suit;  and  that  he  was  entitled  to  avail  himself  of  the  extrame 
fluctuationa  of  the  stodc  market,  and  lelect  the  date,  at  any  tiow 
between  the  time  of  the  conversion  and  the  end  of  the  trial,  at  which 
tbe  converted  stock  had  reached  its  highest  point,  and  that  the  law 
mold  fix  tbe  Utter  u  tbe  measure  a<  dainsgw  to  wfaioh  be  was 


NATURE  OP  A  SPECULATIVE  PURCHASE    379 

"The  hardship  which  arose  from  estiiaating  the  damages 
by  the  hi^^est  price  np  to  the  time  of  trial,  which  might 
be  years  after  the  transaction  occurred,  was  often  so  great, 
that  the  Court  of  Appeals  of  New  York  was  constrained 
to  introduce  a  material  modification  in  the  form  of  the 
rule,  and  to  hold  the  true  and  just  measure  of  damages  in 
these  cases  to  be  the  highest  intermediate  value  of  the 
stock  between  the  time  of  its  conTersion  and  a  reasonable 
time  after  the  owner  has  rec^ved  notice  of  it  to  enable 
him  to  replace  the  stock.  This  modification  of  the  rule 
was  very  ably  enforced  in  an  opinion  of  the  Court  of 
Appeals  delivered  by  Judge  Bapallo,  in  the  case  of  Baker 
V.  Drake,  53  N.  Y.  211,  which  was  subeequently  followed 
in  the  same  case,  and  in  Qruman  v.  Smith,  81  N.  Y.  25 ; 
Colt  V.  Owens,  90  N.  Y.  368 ;  and  Wright  v.  Bank  of  Me- 
tropolis, 110  N.  Y.  237. 

It  would  be  a  herculean  task  to  review  all  the  various 
and  conflicting  opinions  that  have  been  delivered  on  this 
subject.  On  the  whole,  it  seems  to  us  that  the  New  York 
Rule,  as  finally  settled  by  the  Court  of  Appeals,  has  the 
most  reason  in  its  favor,  and  we  adopt  it  as  a  correct  view 
of  the  law. ' ' 


"The  connqueoee  of  applying  nieh  a  nik  to  the  tniuaetiaaa  of 
Wall  Street  ms  moct  aJaimmg  and  unjuat;  tad  it  Kemcd  onl^  neoci 
my  to  prvsent  the  <[uc0tioB  in  ita  full  aapeet  and  extent  to  an  int«lli- 
gtnt  oourt  to  have  it  revcned  ...  In  the  case  of  BaJter  P.  Dnke  it 
upeared  that  the  plaintiff  had  bou^t  atock  on  qteoulation  tbrou^ 
the  defendants,  who  acted  aa  hia  bnian,  to  an  extent  of  over  S66,0W, 
and  had  advaooed  as  nuugin  the  buis  ot  $4,340;  and  at  the  tinie  of 
the  oonvemon  by  Ute  ilk^  sale  then  was,  at  the  mariut  prioe  of 
the  stocks  on  that  dav,  a  aurphis  of  on^  S558  dtie  the  ptaintaff.  At 
tiw  time  the  plaintiff  began  his  action  against  the  ddotdanta  the 
shares  would  have  brought  some  $5,500  more  than  the  sum  for  which 
they  had  been  sold;  but  after  the  commenoement  of  the  actioo,  and 
before  the  trial,  the  stock  underwent  ^teniate  devatioo  and  depnmoa, 
and  reached  ita  matiiwum  point  in  August,  186B.  .  .  .  Mr.  Jnstiae 
Ri^>alk>  reasoned  that  thia  enormous  i>rofit  eotdd  only  have  been 
amved  at  upon  the  unfounded  suppontion  that  plaintSf  would  not 
on^  have  carried  the  stock  thiou^  all  its  fluctuations  untal  it  nvsbtd 
ita  hig^Kat  point,  but  that  be  would  have  fortunate^  seised  iqion 
the  predBe  moment  to  sell,  and  wxpti  the  ■nbeequept  daeliiM,  by  a 
ewt  of '  Bupecnatuial  power  of  p — '■ ' " 
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What  eonstitiites  "reasonable  time"  depend*  nptn  As 

dnnmstances  of  each  case.  According  to  a  New  York 
dfldBi<H)  (71  N.  T.  App.  Div.  304,  1902)  "it  may  be  steted 
ai  a  general  rale  that  the  costomer  is  entitled  to  a  reason- 
able opportonity  to  consult  counsel,  to  employ  other 
bnAers  and  to  watch  the  market  for  the  porpose  of  de- 
termining whether  it  is  advisable  to  purchase  on  a  par- 
ticular day  or  when  the  stock  reaches  a  particnlar  quota- 
tion, and  to  raise  funds  if  he  decided  to  reporchase. " 

Divldenda,  Aainronenta,  and  Intereft. — In  a  margin 
transaction  the  broker  merely  holds  -the  stoek  as  a  pledge 
subject  to  the  orders  of  the  client,  who  becomes  the  owner 
of  the  stock  as  soon  as  it  is  purchased.  As  a  consequence 
of  ownership,  it  follows  that  the  customer  is  entitled  to 
all  dividends  or  other  benefits  accruing  on  the  stock  and  is 
liable  for  all  aasessmenta  or  calls.  The  broker,  however, 
is  legally  entitled  to  collect  the  dividends  thereon  on  the 
theory  that  "any  increase  of  the  pledged  property  is  like- 
wise pledged. ' '  He  also  has  the  right  to  have  the  securiUes 
bought  by  him  on  margin  transferred  to  him'  or  any  one 
of  his  selection.  But  such  transfer  neither  deprives  the 
client,  the  legal  owner,  of  the  dividends  or  profits,  nor 
exempts  him  from  assessments,  although  the  broker  may 
have  paid  the  same  as  the  stockholder  of  record. 

Upon  the  funds  advanced  to  the  clioit  in  paying  for  the 
stock  purchased,  the  broker  may,  unless  there  is  an  under- 
standing to  the  contrary,  charge  the  legal  rate  of  interest, 
even  though  the  money  js  borrowed  at  a  lower  rate.  By 
usage  he  may  also  charge  the  client  with  any  extra  interest 
that  a  stringent  money  market  may  compd  him  to  p^. 
This,  however,  is  not  allowed  when  the  brewer  is  himsdf 
the  lender  of  the  funds  used  to  finance  the  transaction  for 
his  client,  in  which  case  the  rate  of  interest  that  may  be 
chatged  is  limited  to  that  allowed  by  statate.    AH  otbff 
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expenses  aetnalljr  incnired  in  tia  interesla  of  tli«  client 
may  also  be  recorered  by  the  broker. 

Voting  Power  of  the  Pledgor.— The  broker,  as  we  have 
seen,  is  privileged  to  tnuufer  stock  bought  on  margin  to 
his  own  name  and  to  hypothecate  it  for  loans.  To  -wbat 
extent,  therefore,  has  the  client  a  right  to  vote  the  stodk 
thns  pledged  1  This  matter  ia  generally  regulated  by  the 
statntes  of  the  several  states.  In  New  Ycok,  as  set  forth 
in  the  general  corporation  law  of  the  State,  voting  power 
is  granted  only  to  the  holder  of  record,  and  the  broker  m^, 
therefore,  vote  the  stock  if  he  has  transferred  it  to  Um- 
sdl  But  it  has  been  held  that  the  pledgor  nu^,  upon 
shoiring  that  his  rights  will  be  prejndiced,  invoke  the 
equitable  powers  of  the  Snprone  Court  to  grant  him  a 
proxy  and  to  restrain  the  pledge  from  voting  the 
stock.* 

The  several  states,  however,  are  not  oniform  in  thor 
regalatian  of  this  matter.  Massachusetts  provides  hy 
statute  that  the  pledgor  may  vote  the  stock  if  the  certificate 
states  the  fact  tiiat  the  stock  has  been  isned  as  a  pledge. 
Otherwise,  the  corporation  may  refuse  to  accept  the  vote 
of  the  pledgor,  although,  as  in  New  York,  the  pledgee  may 
be  reqoired  in  equity  to  give  a  proxy.  Some  states  pro- 
vide by  statute  that  the  pledgor  has  the  right  to  vote  his 
stock.  As  concluded  by  Doe  Passoe,  in  his  review  of  the 
various  statutes,*  "it  may  be  stated  as  a  general  propom- 
tioQ  that  equity  will  intervene  to  protect  the  right  of  the 
pledgor. ' ' 

Safekeeping  of  the  Pledge. — Emphama  haa  already  been 
placed  upon  the  principle,  laid  down  in  Mariiham  v.  Jan- 
don,  that  it  is  the  duty  of  the  brc^cer  "at  all  times  to  have 
in  his  name  or  under  his  control,  ready  for  delivery,  the 
shares  purchased,  or  an  equal  amount  of  other  shares  of 
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the  same  stock."  This,  hovever,  does  not  m«ui  that  the 
broker  most  transfer  the  stock  to  hia  client 'h  name,  or  even 
to  his  own.  Instead,  he  may  legally  transfer  the  Btoek 
to  my  name  he  pleases,  so  long  as  he  has  the  stock  under 
his  control  with  a  view  to  meeting  the  demanda  of  his 
client  Horton  v.  Morgan,  19  N.  Y.  170,  states  the  prin- 
ciple as  follows: 

"As  the  broker  was  to  hold  the  shares  as  security  for  the 
balance  of  the  pnrchase  money,  which  he  had  advanced, 
it  was  proper  and  entirely  consistent  with  the  nature  of 
the  transaction  that  he  should  take  the  title  in  his  own 
name;  .  .  .  and  we  do  not  see  anything  unlawful  in  his 
transferring  it  to  his  clerks  if  it  remained  under  bis 
control,  and  if  it  was  ready  when  called  on  by  tbo 
plaintiff  to  transfer  it  to  him  apon  the  advance  being 
paid." 

In  ease  of  loss  of  the  sectirities  by  theft  or  otherwise, 
the  bn^er  is  not  liable  nnlesB  such  theft  or  loss  is  due  to 
a  want  of  ordinary  diligence  or  care  on  his  part,  and  the 
degree  of  proper  care  is  a  question  for  the  jury.  Where 
aeearitiee,  belonging  to  a  third  party  are  misapplied  by 
one  of  the  partners,  while  they  are  in  the  custody  of  the 
brokerage  firm,  the  remaining  partners  are  liable  to  the 
client,  although  the  wrongful  conversion  or  misapplication 
of  the  securities  was  unknown  to  them.  Similar  liability 
also  attaches  where  the  clerk  of  a  broko*  wrongfully  con* 
verts  securities  unless  the  wrongful  act  could  have  been 
prevented  by  ordinary  care  on  the  part  of  the  elicit,  pro- 
vided, however,  that  the  brcAer  exercises  due  and  reason- 
able care  as  to  the  duties  of  the  clerk. 

Oinnmutanoes  under  which  a  Broker  Kay  Oloae  a 
Bpeonlative  Tranuetion. — Where  the  demand  for  more 
margin  is  not  complied  with,  and  where  the  right  to  sell 
without  notice  at  either  public  or  private  sale  has  been  re- 
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■erred,  the  broker  clearly  has  a  right  to  tendinate  a  margiii 
trsiuBction  immediatelr.  There  are  Tarioos  other  circom- 
stances,  however,  under  which  a  brewer  may  exendse  the 
same  right.  Thus,  in  the  absence  of  an  express  agreement 
to  the  contrary  the  broker  m^,  npon  reasonable  notice, 
require  his  client  to  take  secnrities  carried  for  him  and 
thus  dose  the  transaction.  This  principle  is  npheld  chjedy 
on  the  ground  that  the  client  has  a  reciprocal  right  to 
close  an  account.  Moreover,  the  conits  hold  that  the 
broker  haa  earned  his  commisson  by  making  the  trans- 
action. 

In  the  event  of  a  client's  banknipt^  the  broker  also 
possesses  the  right  to  sell  the  bankmpt'a  secmitieB  hdd 
on  mar^n,  and  it  is  the  broker's  duty  to  take  notice  of 
the  fact  of  bankmptcy.  In  a  prominent  case,  in  re 
Daniels,  13  National  Bankruptcy  Begister  46,  it  was  held 
that  where  a  broker  continued  to  hold  the  stock  of  a  client 
after  such  bankruptcy  for  an  unreasonable  time  and  then 
sold  it  without  application  to  or  consent  of  the  aaragnee 
or  hankraptcy  court,  the  bankrupt's  estate  was  not  prop- 
er^ chargeable  with  the  loss.  On  the  other  hand,  it  should 
be  noted  that  a  broker  is  not  obliged  to  sell  in  case  of  the 
exhaustion  of  the  margin.  Instead,  the  broker  may  hold 
the  stock  and  rely  upon  the  customer's  liability  without 
security,  unlesa  thOTe  is  an  agreement  to  the  effect  that 
the  security  should  be  sold  when  the  margin  is  exhansted.' 

The  broker  is  also  justified  in  closing  an  account  in  the 
event  of  the  death  of  his  client  In  New  York,  however, 
the  broker,  if  acting  in  good  faith,  may  continue  the  ac- 
count until  the  appointment  of  a  legal  representative.* 
As  has  been  pointed  out,  this  case  represents  an  exception 
to  the  goieral  rule  th&t  the  death  of  the  principal  termi- 
nates the  agent 's  anthori^. 

'  LitUe  K.  MoCkin,  US  App.  THr.  197. 
*  HflH  tr.  Rmi,  OS  N.  Y.,  S». 
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CHAPTER  XXIV 

LEGAL  PBINGIFLES  I^KTADnNO  TO  THE  BE-PLEDGmO 
OF  STOCK  EN  BLOC 

Broker'!  Bi^  to  Pledgo  Stock  Pnnduuwd  on  Ktrgin. 

— The  law  ia  well  settled  on  the  point  that  a  briber  maj 
pledge  stock  purchased  for  a  costomer  on  roaTgin,  and 
that  the  brewer's  pledgee  has  a  good  lien  thereon  and  ia 
entitled  to  sell  the  stock  withont  notice  to  the  ciutomer. 
The  only  obligatian  npon  the  broker  in  thus  hypothecatiiig 
margined  stock  ji,  as  already  shown  in  the  diacnasion  tS. 
the  case  of  Markham  v.  Jaadon,  that  he  keep  the  identical 
or  a  like  kind  and  amoont  of  the  securities  uiwl«r  hit  etm- 
trol,  and  that  he  be  ready  at  all  times  to  deliver  to  the 
customer  the  identical  or  an  eqaivalent  number  of  nmilar 
shares  whenever  the  latter  tenders  the  unpaid  portion  of 
the  purchase  price  together  with  all  accompanying 
ciiarges. 

Bights  of  a  Bona  nde  Pledgee  from  a  Broker. — Accord- 
ing to  the  law  of  New  York  a  bona  fide  second  pledgee 
may  enforce  his  lien  by  sale  without  notice  to  the  owner 
of  the  securities,  and  acquires  rights  superior  to  those  of 
the  firat  pledgee.  This  principle  was  upheld  in  Bothschild 
ti.  Allen  (90  App.  Div.  233)  and  Fisher  v.  Mechanics  and 
Metals  National  Bank  and  Stopponi  v.  Hotschin  et  aL 
(Misc.  Beps.  89  N.  T.  567).  The  lost  case  involved  the 
light  of  a  customer  to  recover  securities  frcnn  a  bank  that, 
it  was  alleged,  were  procured  by  a  bn^er  through  false 
repreaentation  and  were  then  pledged  with  a  bank  as  secnr- 
i^  for  a  loan.    According  to  the  plaintiff  the  bn^er  had 
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induced  him,  throagh  fraadolent  representationfl  in  the 
form  of  a  false  accounting,  to  deposit  an  unnecessaril7 
large  amount  of  marginal  securities  consisting  of  certifi- 
cates of  stock  endorsed  in  blank  and  iinr^[igtered  bondo, 
and  had  in  turn  pledged  these  securities  as  collateral  for 
a  bank  loan.  The  court  decided  in  favor  of  the  bank,  and 
against  the  coatomer,  on  three  main  grounds.  In  the 
first  place  the  court  made  use  of  the  principle  that :  Where 
one  of  two  innocent  parties  must  suffer  through  the  act 
of  a  third  party,  that  one  must  bear  the  loss  whose  act 
made  possible  the  conversion.  In  this  case  the  customs 
had  assigned  the  stock  in  blank,  that  is,  had  made  possible 
the  wrongful  conversion.  Therefore  the  bank,  an  innocent 
pledgee,  should  be  protected. 

The  court  also  considered  the  plaintiff's  contention  that 
obtaining  property  by  false  representation  is  larceny  under 
the  statute  and  should  constitate  an  exception  to  the  ruling 
held  by  the  court.  The  court,  however,  held  that:  "This 
ai^^ument  ignored  the  reason  for  the  exception  in  the  case 
of  common-taw  larceny,  which  involves  a  taking  against 
the  will  of  the  owner.  Obviously,  there  can  be  no  estoppd 
by  virtue  of  an  act  that  is  done  unintentionally  against 
one's  will."  Lastly,  the  court  held  that  the  bank  was  not 
put  on  inquiry  end  notice  by  virtue  of  the  fact  that  the 
pledged  certificates  of  stock  stood  in  the  name  of  the  cus- 
tomer and  not  in  the  name  of  the  broker. 

Broker 'i  Kight  to  Pledge  Stooka  en  Bloo^ — While  nu- 
merous qnestions  have  arisen  in  connection  with  the  hy- 
pothecation of  customers'  securities  purchased  on  margin, 
one  deserves  special  mention,  namely,  the  broker's  ri^t 
to  pledge  stocks  en  bloc.  Some  court  decisions  hold  that 
a  broker  may  hypothecate  margined  stocks  en  bloc,  while 
others  rule  that  the  broker  cannot  mingle  the  customer's 
margined  stock  with  other  securities  and  obtain  thereon 
a  loan  in  excess  of  the  customer's  indebtedness. 
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The  coarta  of  most  states  liave  held  that  a  briber  ini^ 
boiTov  money  Iry  commingling  the  mai^ined  stocks  of 
Taiioas  clients  and  sab-pledging  them  en  bloc.  In  New 
York,  however,  until  1912,  the  court  held  that  a  client's 
margined  stock  could  not  be  thus  commingled  by  the  broker 
with  other  securities  and  then  pledged  en  bloc  for  an 
amount  larger  than  the  client  'a  indebtedness  on  his  stock, 
and  that  a  practice  to  the  contrary  constituted  a  wrong* 
ful  convendon  of  the  securities.  Four  important  New 
York  cases  *  relate  to  the  legal  principles  governing  this 
important  subject,  and  of  these  the  first  and  particularly 
the  last  are  the  most  important,  because  they  represent 
the  previous  and  present  law  on  the  subject  in  New  York. 

In  Dot^las  v.  Carpenter,  the  first  case  in  date,  the  court 
established  the  following  four  principles : 

"A  stock  broker  who  is  carrying  securities  which  he  has 
purchased  for  a  customer  "on  mar^"  is  not  required  to 
keep  on  hand  the  identical  securities  purchased  for  the 
customer,  but  fulfills  his  obligation  if  he  at  all  times  keeps 
in  his  possession  or  under  his  control  a  like  amount  of 
similar  securities  in  such  situation  that  the  customer  may, 
by  paying  the  amount  due  the  broker  on  the  securities, 
obUdn  them  at  any  time. 

He  may  lawfully  pledge  the  customer's  securities,  sepa- 
rate and  apart  from  other  securities,  for  an  amount  not 
exceeding  the  indebtedness  of  the  costomer  to  him,  but 
any  disposition  of  the  securities  which  will  deprive  the 
customer  of  his  right  to  their  immediate  possession  upon 
his  payment  or  tender  of  the  amount  of  his  indebtednen 
to  the  brc&er,  amounts  to  a  conversion. 

Accordingly,  if  the  broker,  for  bis  own  benefit,  minxes 
the  costomer 's  securities  with  others,  and  rehypothecates 

>  The  cMH  lefened  to  are  the  foUowins:  DousUb  p.  Carpenter,  17 


.    J-HT.    o^v    \K^09f,      nuMiBuuuu    V.    mjcii.     vu    n  ^     1,,    ADD, 

^.. ..»» v.,^), affirmed  ISON.  Y., Ul;Stricklud e.  Mogoun,  ng  NT. 
App.  Div.  113  (1907);  Mayorr.  Hoiuo,  UlN.  Y.,  App.  Div.See  (1913). 
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tliem  for  a  greater  amount  than  tlie  cnstomer's  indebted- 
ness to  bini,  not  having  in  his  pomession  a  Ijke  amoont  of 
mmilAT  secnrities,  he  is  guilty  of  a  conversion. 

It  would  not  do  to  b&j  tluit  the  plaintiffs  might  go  into 
the  market  and  bny  ot^er  securities  of  a  like  kind  and 
amoont  on  payment  or  tender  heing  made  hy  defendant, 
because  the  plainti&  might  not  have  the  funds  to  pur- 
chase the  new  secorities  and  the  only  reliance  the  de- 
fendants would  have  would  be  the  personal  flnanrfal  re- 
sponsibility and  ability  of  the  plaintiffs,  whereas  he  had 
a  right  to  rely  upon  the  secorities  themselves,  and  if  they 
were  retained  he  coold  get  them,  whether  the  plaintiib 
were  financially  responsible  or  not." 

The  mling  jost  referred  to,  was  followed  in  Striekland 
V.  Hagoon  as  late  as  1907,  bot  in  1912  this  important  de- 
cision was  overroled  in  Mayer  v.  Monzo,  151  N.  Y.  App. 
Div.  866.  This  case  is  particnlarly  important,  partly  be- 
caose  it  represents  the  law  to-day,  and  partly  becanse  the 
dissenting  opinion  reviews  the  facts  and  ccRiclonnu  of 
the  preceding  cases.  It,  therefore,  reprcsenta  a  connected 
nunmary  of  the  New  York  law  on  this  important  phaae 
of  the  brokerage  bosiness. 

The  majority  opinion  in  this  case  is  brief,  but  a  stady 
of  the  comprehensive  dissenting  opinion  will  prove  very 
enlightening.  Jnstice  Clarke,  in  dissenting  fr<Hn  the  ma- 
jority opinion,  reaffirmed  the  position  taken  in  the  preced- 
ing three  cases,  namely,  that  a  broker  who  wtmmingies  a 
eofltomer's  margined  stock  with  other  securities  for  a  loan 
exceeding  the  costomer's  indebtedness  to  bim,  and  at  the 
same  time  has  no  other  like  stock  of  eqoal  amoont  in  hia 
possession  or  under  his  control,  is  guilty  of  a  wrongful 
conversion  for  the  reason  that  the  costomer  is  placed  in  a 
position  where  he  cannot  redeem  the  same  from  the 
bndcer's  pledgee  by  tendering  the  amoont  doe  to  the 
bnAer.    In  other  words,  Jnstice  Claire  took  the  poittkni 
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tliat  the  practice  mTolves  the  loss  of  control  of  the  pledged 
stock  hf  the  broker.  The  majority  opinion  of  the  eonrt, 
however,  takes  an  entirely  different  position,  as  is  indicated 
by  the  following  mgnifieant  panage: 

"That  it  is  a  conversion  ipso  facto  to  commiiif^  stocks 
belonging  to  different  customers  and  to  obtain  a  loan  on 
all,  in  excess  of  the  amonnt  dne  from  any  one  of  the  ens* 
tomers  whose  stocks  are  thus  commingled,  I  do  not  con- 
cede. It  is  settled  that  a  brt^er  who  buys  stocks  for  a 
cnstomer  npon  margin,  and  to  whom  the  customer  stUl 
owes  a  part  of  the  purchase  price,  is  entitled  to  pledge 
the  stocks  so  bought  for  so  mnch  of  the  porcbaae  piiee 
as  his  cnstomer  still  owes.  The  broker's  whole  dnty  to 
his  cnstomer  nnder  such  drctunstances  is  cither  to  have 
on  hand  or  nnder  his  control  the  stocks  which  he  is  carry- 
ing f  OT  Ilia  cnstomer,  but  he  if  not  regoired  to  do  bo^ 
that  is,  to  have  the  amount  of  stocks  under  control  and 
also,  an  equal  amonnt  on  hand.  The  customer's  light  to 
receive  bis  securities  accrues  under  such  circumstances 
only  when  he  tenders  the  amount  be  still  owes  and  demands 
liis  stock.  The  refusal  of  such  a  demand  constitutes  the 
conTersioii.  If  the  broker  has  the  stock  under  his  ctmtrol 
(even  if  it  be  pledged),  and  can  resume  possession  by 
p^ing  the  amount  borrowed  thereon,  not  exceeding  the 
amount  which  the  customer  owes  cm  account  of  the  pur- 
chase, there  has  been  no  conversion." 

Jnstifloatiini  for  Oommingliiig  Stoda  cm  Bloe. — It  is 

contended  by  many  that  enforcement  of  the  principle 
laid  down  jn  Douglas  v.  Carpenter  would  make  it  exceed- 
ingly difBcult,  if  not  impossible,  for  bn^ers  to  conduct 
their  business  along  modem  lines.  Hypothecating  a  client's 
margined  securities  for  more  than  he  actually  owes  to  the 
bnAer  at  the  time  has  also  received  considerable  atten- 
tion from  legislative  bodies  in  recent  years.  In  1913  the 
State  of  New  York  enacted  a  law  "afcTwg  it  a  felony,  pim- 
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iahable  }xy  a  fine  of  not  more  than  $5,000  or  by  imprisoit- 
ment  lor  not  more  than  two  years,  or  both,  for  a  broker 
to  pledge  secnrities  belon^g  to  a  costomer  on  which  be 
has  a  lien  for  indebtedness  dae  to  him  for  more  "than  the 
amount  dne  to  him  thereon,  or  otherwise  dispoeee  thereof 
for  his  own  benefit,  witfiout  the  customer's  comtnt." 
Section  E  of  the  Senate  bill  to  regulate  stock  exchanges* 
provided  that  members  of  exchanges  coming  within  the 
scope  of  the  proposed  legislation  should  be  forbidden 
nnder  penalty  of  expulsion  from  hypothecating  any  se- 
curities belonging  to  their  customers  or  others  for  aay 
amount  in  excess  of  the  sum  at  the  time  owing  by  sach  mem- 
bers  thereon.  But  instead  of  using  the  words  "without 
the  customer's  consent,"  the  bill  contained  the  far-readi- 
ing  provision  that  brokers  should  be  forbidden  from  "en- 
tering into  any  arrangement  or  agreement  with  Bueh 
customer  or  others  for  such  use  of  their  secnritieB." 
The  necessity  for,  and  practicability  of,  legislation  Vka 
that  proposed  in  the  Senate  Bill  has  been  seriously  ques- 
tioned in  many  quarters.  On  the  one  hand  it  is  asserted 
that  the  matter  of  hypothecating  margined  Becnrities 
should  be  one  of  arrangement  between  broker  and  custo- 
mer, and  that  the  customer  should  have  the  right  to  give 
or  refuse  his  consent.  The  customer  who  refuses,  it  ia 
argued,  can  easily  find  a  bank  in  any  city  willing  to  accept 
delivery  of  good  securities,  and  to  loan  directly  to  the 
customer  80  per  cent  of  their  market  value.  Having 
arranged  with  the  bank  for  the  requisite  loan,  the  custo- 
mer can  direct  his  broker  to  purchase  the  securities  and  to 
deliver  the  certificates  directly  to  the  bank.  In  this  way- 
all  danger  of  rehypolhecation  is  avoided,  with  the  differ- 
ence, however,  as  pointed  out  in  the  testimony  of  H.  H. 
Boyesen:*  that   "ihc   only  consequence  to  the  man   who 

'  SeMte  Bill  3896,  G3d  Confrtm,  Second  Sevion!  ~ 

'  Testimony  in   the    Heuinp   before   the   Sai«t«  ConunittM  on 
Buking  and  Cuneney  on  8.  389S,  p.  258, 
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objeetfl  to  having  his  securities  rebypothecated  is  tliat 
probably  the  banker  will  not  allow  him  as  big  an  equity, 
which  is  the  equivalent  of  a  margin  in  the  broker's 
langoage,  as  the  broker  wonld.  In  other  words,  the  bank 
will,  to  nse  the  broker's  term,  require  a  20-point  margin, 
where  the  broker  will,  to  nse  the  bank 's  term,  require  only 
a  10  per  cent  eqnity." 

Since  the  above-mentioned  method  is  open  to  cnstomers 
who  object  to  the  rehypothecation  of  their  securities  by 
brokers,  it  is  argued  that  it  is  an  "invasion  of  private 
rights"  to  prohibit  by  law  the  other  class  of  transactions. 
It  is  asserted  that  it  is  impracticable  for  brokers  to  com- 
ply with  a  law  that  absolutely  prohibits  the  rehypotheca- 
tion of  secnrities  for  an  amount  in  excess  of  what  is 
actually  dne  on  them.  Brokers  having  50  or  100  accounts 
wonld  be  compelled,  according  to  the  argument,  to  make 
arrangements  with  the  banks  whereby  each  customer's 
securities  would  liave  to  be  kept  in  a  particular  envelope, 
each  stating  the  amount  owing  by  the  customer.  More- 
over, many  of  the  accounts  may  be  very  active;  and  as- 
suming one  of  the  accounts  to  involve  100  different  stocks, 
many  of  them  being  held  for  a  considerable  period,  it 
would  follow,  as  testified*  by  Boyesen,  that : 

"Every  time  the  cnstomer'wants  to  withdraw  a  part  of 
the  margin,  or  deposit,  which  he  has  made  the  broker  will 
arlntrarily  have  to  alter  on  those  envelopes  the  statement 
of  the  amount  due  from  the  customer.  Every  time  those 
corporations  pay  a  quarterly  dividend  he  will  have  to  rush 
to  the  bank,  or  send  some  one  to  the  bank,  and  mark 
down  the  amount  of  the  loan  du«.  On  100  stocks  he 
would  have  400  trips  a  year  to  the  bank  to  alter  the 
amount  due  by  reason  of  the  receipt  of  dividends. 

Every  time  his  customer  desires  to  draw  a  check  on  his 

'  Hearings  befora  the  Soiate  CommittM  on  Banking  and  Currancf 
on  8  38»S,  p.  269. 
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account,  or  to  come  in  snd  eay,  'I  vant  $100,'  the  1 
would  have  to  rash  to  the  bank  and  readjust  his  loazL  It 
would  make  business  altogether  too  burdensome  and  enm- 
berBome  to  make  it  practicable. 

Then,  too,  take  this  case:  I  aaj  to  a  broker,  'Here  is 
$10,000.  I  think  the  market  is  going  up.  Ton  can  bay 
me  100  Steel  to-day,  and  I  will  let  yon  know  what  else  1 
want  afterwards.'  My  broker  conld  not  in  that  case,  I 
having  paid  him  $10,000,  and  the  Steel  being  worth  per- 
haps $6,500,  borrow  on  it  at  all.  Then  I  order  the  broker 
to  bay  another  100  shares  of  Steel,  and  he  then  can  take 
both  certif  cstes  to  the  bank,  assmning  they  are  wortb 
$13,000,  and  marks  my  name  and  the  amount  of  $3,000 
owing  on  them  on  the  envelope  containing  tbenu  Then  I 
go  out  of  town,  and  I  telegraph  him  to  buy  me  100  North- 
em  Pacific  How  is  the  broker  to  know  how  much  is  due 
on  the  Northern  Pacific,  and  how  much  on  each  of  the  two 
lots  of  100  shares  of  Steel  T  I  go  on  transacting  boaineai 
that  way,  buying  and  selling.  The  broker  has  no  legal 
right,  arbitrarily,  to  apportion  the  amount  between  the 
loan  on  each  security.  I  do  not  see  how  he  could  poadbly 
do  it,  and  I  have  discussed  this  provision  with  banker*. 
who  tell  me  that  they  would  not  be  willing  to  do  a  stoek- 
exchange  loaning  business  on  any  such  baus." 

Refkbknces 

J.  R.  Doe  Psasoe,  Trtatue  on  the  Lau>  of  Slack  Bnixn  md  Stock 

Bxc/umget,  vol.  i,  m.  218-264. 
Bamud  P.  Goldman,  A  Handbook  of  Stock  Exchange  Lava,  pp. 

95-100,  dealing  with  the  Pleddng  of  Margined  Stock. 


95-100,  dealing  with  the  I'ledpng  of  IV 
Mayer  c.  Mouco,  161  K.  Y.  App.  Div.  886 
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CHAPTEB  XXV 

EXTENT  TO  WHICH  CUSTOMERS'  MABOINS  AMD  n£DOED 
SECUSmES  ABE   mOTEXTTED— IDENTIFIGATION  OF 

SECURITIES 

Olaimi  of  IMffflniit  Olusas  of  Owtomen  in  Oim  of  tlw 
Brokor'i  Xnaolreney. — The  respectiTe  claima  of  varioiu 
classes  of  costomers  against  an  insolTent  broker's  estate 
present  an  interesting  study  and  have  been  the  subject  of 
numerous  court  decisions.  The  subject  is  complicated  be- 
cause of  the  different  positions  of  various  customers ;  somo 
having  delivered  money  to  the  insolvent  broker,  and 
others  securities;  some  being  interested  in  margin  trans- 
actions while  others  have  purchased  or  sold  securities 
outright  without  having  received  the  securities  or  money 
at  the  time  of  insolvency;  and  some  having  entrusted 
securities  to  the  broker  for  safekeeping.  In  case  of  a 
broker's  insolvency,  the  bnrden  of  deciding  the  manner 
of  distributing  the  moneys  in  bank  or  elsewhere,  and  the 
securities  actually  held  by  the  broker  or  hypothecated  by 
him  with  the  banks,  rests  with  the  courts.  In  unraveling 
the  many  conflicting  claims  that  usually  arise  it  shonld  be 
noted  that,  while  creditors  generally  share  equally  in  the 
bankrupt  broker's  estate,  special  circumstances  may  exist 
that  give  certain  customers  a  prior  claim  over  others.  The 
main  rulings  of  the  courts  in  this  respect  may  be  dasri- 
fied  as  follows : 

1.  Should  the  broker  repledge  a  customer's  stocks  for 
more  than  the  original  debt,  the  owner  (the  customer) 
can  recover  from  the  sub-pledgee  only  upon  payment  of 
the  brokra's  full  debt.    This  principle  is  well  Uloatrated 
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by  the  well  known  case  of  McNeil  v.  Tenth  National 
Bank,  46  N.  T.  321.  According  to  this  case,  the  plaintiff, 
the  owner  of  134  shares  of  Tenth  National  Bai^  stock, 
delivered  the  certificate  to  O.  B.  &  D.,  his  stock  brokers, 
to  secure  his  accoont.  A  blank  assignment  and  power-of- 
attomey  to  transfer  the  stock  had  been  mgned  by  the 
plaintiff  whose  indebtedness  on  account  was  $3,000  and 
interest.  G.  B.  &  D.,  withoat  authority  and  without  the 
plaintiff's  knowledge,  pledged  the  stock  with  other  securi- 
ties, to  secure  an  advance  of  $45,000.  The  defendant,  at 
the  request  of  G.  B.  &  D.,  paid  the  advance  and  received 
the  securities.  Subsequently,  the  securities  were  sold, 
leaving  something  over  $15,000  of  the  advance  unpaid.  In 
deciding  that  the  defendant  was  entitled  to  hold  the  stock 
for  the  full  amount  remaining  unpaid,  the  court  states: 

"Where  the  owner  of  property  confers  upon  another  an 
apparent  title  to,  or  power  of  disposition  over  it,  he  is 
estopped  from  asserting  his  title  as  against  an  innocent 
third  party,  who  baa  dealt  with  the  apparent  owner  in 
reference  thereto,  without  knowledge  of  the  claims  of  the 
true  owner.  The  rights  of  such  third  party  do  not  depend 
upon  the  actual  title  or  authority  of  the  one  with  whom 
he  dealt,  but  upon  the  act  of  the  owner,  which  precludes 
him  from  disputing  the  title  or  authority  be  has  appar- 
ently conferred," 

2.  In  the  event  of  the  broker's  insolvency,  stock  car- 
ried by  him  for  a  customer  goes  to  the  customer  and  not 
the  broker's  assignee.  This  principle  ia  illustrated  in 
Willard  V.  White,  56  Hun  581.  Here  a  firm  of  stock 
brdters  in  New  York  City  were  the  correspondents  of  a 
firm  of  brokers  operating  in  Syracuse,  and  as  such,  executed 
orders  given  by  the  latter  firm  to  purchase  stocks.  The 
purchases  were  made  for  customers  of  the  Syracuse  firm, 
although  the  New  York  bribers  were  not  informed  as  to  the 
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pnrpoee  for  which  pnrchBses  were  made.  The  New  Totfc 
brdierg  held  money  and  securities  as  margin  to  protect  them 
for  advances  that  they  made  on  the  purchases  of  stoclE; 
likewise  they  held  the  secnrities  pnrehased  by  them  snhject 
to  a  monthly  statement  of  account  against  the  Syracuse 
firm.  The  Syracuse  firm  having  failed,  action  was  broaghC 
by  the  New  York  brokers,  in  equity,  to  determine  the  ri^ita 
of  the  customers  of  the  insolvent  firm  in  the  margins  hdd 
by  the  plaintiffs.  Following  the  failure,  however,  the  New 
York  bndters,  for  the  purpose  of  reimbursing  themselvea 
for  advances  made,  sold  many  of  the  stocks  standing  to  the 
credit  of  the  Syracuse  firm.    In  its  opinion  the  court  held: 

"The  customers  of  the  Syracuse  firm,  upon  making  a 
tender  to  it  of  the  balance  due  upon  the  purchase  of  their 
particular  stocks  (after  deducting  the  amount  which  had 
been  paid  by  such  customers,  at  the  time  of  their  purchase) , 
were  not  entitled,  as  against  the  New  York  bn^ers,  to  the 
stocks  which  had  been  pledged  with  that  firm  as  a  general 
collateral  to  secure  its  account  for  advances  with  the  Syra- 
cuse firm.  The  surplus  remaining  in  the  hands  of  the  New 
York  brokers,  after  the  payment  of  their  claim  against  the 
Syracuse  firm,  from  the  proceeds  of  the  sale  of  these  stocks, 
properly  belonged,  not  to  the  assignee  of  the  Syracuse  firm, 
but  to  the  parties  on  whose  behalf  these  sto^  had  been 
purchased." 

It  ia  interesting  to  note  that  the  ctmrt  in  this  instance 
also  held  as  follows: 

"The  owner  of  stock  which  had  been  pledged  by  him  with 
the  Syracuse  firm  as  collateral  to  purchases  made  throue^ 
the  New  York  brokers,  and  which  had  been  improperly 
placed  by  the  Syracuse  firm  with  the  New  York  bnAen 
as  a  general  collateral  to  secure  the  account  of  the  former, 
had  a  better  equity  than  those  customers  for  whom  stocks 
had  been  porcbased  en  a  mai^  throu^  the  New  York 
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broken,  which  were  also  held  by  the  New  Toifc  brokezs 
as  a  general  collateral  to  the  indebtednesa  of  the  Syracnss 

3.  Special  cirennutaneeB  ma,?  give  one  crutomer  a  pricr 
daim  over  other  cnstomers.  Thna  it  may  freqnentljr  ba 
shown  that  the  broker  has  rec^ved  from  the  customer  thtt 
fall  pnrchaae  price  for  the  outright  purchase  of  secoritifla. 
If  the  poTchase  has  been  made  and  the  broker  is  in  pos- 
sessiou  of  the  certificate  at  the  time  of  hia  failure,  th« 
certificate  must,  as  soon  as  properly  identified,  be  imme- 
diately delivered  to  the  customer.  In  case  the  secaritiei 
have  not  been  purchased  at  the  time  of  the  failure,  and  th« 
purchase  price  can  be  shown  to  have  been  deposited  in  thfl 
bank,  the  customer  is  entitled  to  have  the  said  som  repaid.* 

4.  Where  securities  have  been  given  by  a  customer  to 
a  broker  for  safekeeping  or  for  sale  and  who  thereupon 
appropriates  them  and  plac«e  the  proceeds  of  the  nnauthor- 
ized  sale  in  his  bank  account  In  such  instancea,  the  court!, 
f blowing  the  "doctrine  of  tracing  trust  funds,"  will  bdd 
that  where  a  broker  mingles  a  customer's  funds  with  his 
own,  the  money  withdrawn  by  the  said  broker  fnun  bis 
account  js  bis  own,  thna  entitling  the  customer  to  the  re- 
maining  balance.  This  rule  is  illustrated  by  m  re  Mulligan, 
116  Fed.  715,  and  is  strongly  emphasized  by  Garrard  Glenn 
in  his  article  on  "Bights  of  the  Costomer  of  on  Insolvent 
Broker."* 

5.  Where  a  bndcer  mingles  stock  of  different  ownen 
and  "hypothecates  them  all  en  bloc,  some  rightfully  and 
some  wrongfully,"  it  becomes  necessary  to  determine  the 
superiority  of  eqtiities  that  grow  out  of  the  broker's  act. 
Here  the  courts  follow  the  principle  that  "the  customer 
whose  stock  is  wrongfully  hjrpothecated  has  the  superior 
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ecputy  and  is  entitled  to  hxn  prior  paymoit  to  make  good 
his  loBses,  providing  his  stock  or  its  proceeds  can  be 
traced."*    As  pointed  ont  by  Gtoldman:* 

"It  is  neceasarj  first  to  trace  the  property  of  the  customer, 
ttther  money  or  secnritjeB.  Bat  having  done  so,  another 
difficulty  arises,  namely,  other  customers  may  have  been 
ramilarly  defrauded  and  their  securities  or  money  similarly 
misappropriated  or  converted.  Those  whose  property  or 
money  cannot  be  traced  under  the  circomstances  remun  the 
unfortunates,  and  the  conflict  of  equities  lies  only  between 
those  who  have  been  successful  in  so  doing.  As  between 
the  latter,  the  court  will  divide  the  claimants  into  two 
clsBses,  those  whose  money  has  been  misappropriated,  or 
"whose  securities  have  been  wrongfully  hypothecated"  and 
"those  whose  securities  have  been  rightfully  pledged"; 
superior  rights  are  granted  in  the  first  class  of  claimants, 
and  the  securities  of  the  sectmd  class,  whose  rights  sre 
"clearly  inferior,"  can  secure  satisfaction  of  their  claims 
only  after  those  in  the  first  class  are  made  whole  so  far  as 
the  specific  securities  or  money  traced  will  allow. ' ' 

The  division  of  claimants  into  the  two  aforementioned 
classes  is  well  illostrated  in  Matter  of  Mills  (125  App. 
£>iv.  730),  where  a  customer,  Beach,  left  for  safekeeping 
with  her  broker  300  shares  of  United  States  Steel  Common 
stock  owned  outright  and  endorsed  in  blank.  Subse- 
quently, the  broker  used  these  shares  together  with  securi- 
ties of  two  other  costomers,  named  Hendc  and  Townsmd, 
which,  however,  had  been  bought  on  margin  by  the  broker 
and  were  being  held  by  him  as  security  for  the  unpaid 
balance  of  the  purchase  price,  as  collateral  for  a  loan  of 
$35,000  from  the  Colonial  Bank  of  New  York.  Follow- 
ing the  assignment  of  the  brokerage  firm,  the  Colonial 
Bank,  without  notice  of  the  claims  of  Beach,  Henck,  or 
Townsend,  sold  a  sofflcient  amount  of  the  deposited  col- 
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lateral  to  pay  the  indebtednesB,  and  after  the  sale  had  in 
its  possesdon  a  balance  of  $560,  in  addition  to  certain 
Becnritiea  that  it  had  been  found  unnecessary  to  sell  in 
order  to  satisfy  the  loan.  The  Bonk  had  sold  all  of  the 
securities  belonging  to  Beach  and  a  part  of  those  belong- 
ing to  Henck,  Townsend,  and  other  margin  creditors. 
Beach  thereupon  demanded  that  the  assignee  sell  the  se- 
curities that  the  bank  had  not  sold,  and  that  the  entire 
proceeds  derived  from  the  sale,  including  the  cash  turned 
over  by  the  bank  to  the  assignee,  be  delivered  to  her. 
Henck  and  Townsend,  however,  opposed  this  contention 
and  demanded  that  the  assignee  return  to  them  thdr 
respective  securities  held  by  him.  Justice  McLaughlin 
held: 

"I  am  of  the  opinion  that  the  appellant  Beach  is  entitled 
to  the  entire  proceeds,  or  so  much  thereof  as  may  be  neces- 
sary to  make  good  her  loss  in  the  sale  of  her  stock.  She 
does  not  stand,  cither  legally  or  equitably,  in  the  same 
position  as  the  appellants  Henck  and  Townsend.  She  had 
simply  deposited  her  certificate  of  stock  with  Mills  Broth- 
ers and  Company  for  safe  keeping.  She  owed  them  no 
money  and  had  never  had  any  other  dealings  with  them, 
and  their  use  of  this  stock  was  a  larceny.  No  title  to  it, 
as  against  her,  could  be  acquired  by  any  one  except  a  per- 
son who  had,  in  good  faith,  purchased  the  stock  or  loaned 
money  upon  it,  relying  upon  the  apparent  title  that  she 
had  conferred  upon  the  insolvent  firm." 

The  conclusion  ul  the  court  was,  therefore,  to  the  effect 
that: 

"When,  after  the  insolvency  of  the  depositories,  th«r 
creditor  sells  the  stock  wrongfully  pledged,  together  with 
other  stock  originally  held  by  the  insolvents  as  security 
for  purchases  on  margins  and  thus  rightfuUy  pledged, 
the  owner  of  the  converted  stock  is  entitled  to  have  her 
claims  first  satisfied  in  full  out  of  any  surplus  remaining 
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after  the  sale  by  the  creditor,  and  is  not  regoired  to  share 
pro  rata  with  those  wiiose  stock  was  pledged  for  margins. 
This,  although  prior  to  the  inaolvency,  the  owners  of  the 
stock  pledged  for  mai^ina  tendered  payment  and  demanded 
its  return." 

PndiibittoD  of  Transaetknu  by  Broken  after  Iniol- 
veney.^ — With  respect  to  the  transaction  of  bnsiness  after 
insolvency  is  known  to  exist,  the  position  of  the  broker  is 
analogous  to  that  of  the  banker  who  continaes  to  receive 
deposits  after  he  knows  his  bank  to  be  insolvent.  It  is 
clear  that  hoge  losses  might  onneceaaarily  be  incorred  by 
cnstomers  who  are  ignorant  of  the  insolvency  of  the  firm 
with  which -they  continue  to  deal.  Innocent  cnstomers 
should  certainly  he  protected  against  snch  a  contingency. 
It  is  for  this  reason  that  New  York  has  enacted  a  statute 
prohibiting  any  broker,  under  a  heavy  penalty,  tnaa  ac- 
cepting money  or  securities  from  customers,  after  he 
knows  of  his  insolvency,  except  for  purposes  of  liquidating 
the  customer's  existing  indebtness.  The  statute*  referred 
to  provides : 

"A  person  engaged  in  the  busines  of  purchasii^  and 
selling  as  broker,  stocks,  bonds,  or  other  evidences  of  debt 
of  corporations,  companies,  or  asaociations  who,  knowing 
that  he  is  insolvent,  accepts  or  receives  from  a  customer 
ignorant  of  such  broker's  insolvency,  money,  stocks, 
bonds,  or  other  evidences  of  debt  belonging  to  the  custo* 
mer  otherwise  than  in  liquidation  of,  or  as  security  for, 
an  existing  indebtedness,  and  who  thereby  causes  the  cus- 
tomer to  lose  in  whole  or  in  part  such  money,  stocks, 
bonds,  or  other  evidences  of  debt,  is  guilty  of  a  felony 
punishable  by  fine  of  not  more  than  five  thousand  dollars 
or  by  Imprisonment  for  not  more  than  two  years,  or  by 
both.     A  person  shall  be  deemed  insolvent  within  the 

•  Iaws  of  1913,  Cb^>.  fiOO. 
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meaning  of  tluB  section  whenever  the  aggregate  of  bfa 
property  shall  not,  at  a  fair  valuation,  be  anffleient  in 
amount  to  pay  hia  debts." 

UaUUty  of  Broker  Whan  OoHptnXbtg  with  an  Lwd- 
Tflttt  Bndnr. — Where  a  broker  continues  to  cooperate  with 
another  broker,  known  by  him  to  be  insolvent  and  not  to 
be  acting  in  good  faith  with  his  clienta,  he  is  liable  for 
his  acts  to  the  costomers  of  the  insolvent  broker.  Snoh 
liability  was  Imposed  in  the  highly  interesting  case  of 
AoBtin  V.  Hayden,  (Michigan)  137  N.  W.  317.  According 
to  the  facts  of  the  case  a  Detroit  firm  coutinned,  following 
its  insolvency,  to  accept  orders  for  speculative  trmna- 
Bctions,  and  used  its  New  York  correspondent  to  make  the 
purchases  and  sales  and  to  finance  them.  In  protecting 
its  correspondent,  the  Detroit  firm  committeed  many  gross 
irregalarities  and  wrongly  pledged  the  secarities  of  some 
of  its  customers.  Having  grounds  for  suspicion,  the  New 
York  correspondent  saw  fit  to  audit  the  affairs  of  the 
Detroit  firm.  But  despite  the  insolvent  condition  revealed 
by  this  Bodlt,  the  correspondent  continned  to  do  business 
with  the  Detroit  firm  on  the  theory,  no  doubt,  that  it  could 
do  so  legally  and  that  its  only  care  need  be  in  securing 
suJBcient  collateral  for  its  advances.  The  court,  however, 
held  that  the  correspondent  was  liable,  equally  with  the 
Detroit  firm,  to  the  customers  of  the  insolvent  broker, 
nnce  it  knew  of  the  insolvency  and  still  continued  to 
eoSperate  with  the  insolvent  firm  in  buying  stocks  on  mar- 
gin and  in  accepting  as  security  stocks  that  it  knew  be- 
longed to  the  clienta  of  the  insolvent  finn. 

Uentifloatlon  of  Semtritiea. — Application  of  the  varioiu 
principles  referred  to,  in  our  discussion  of  the  claims  of 
different  classes  of  customers  in  caae  of  the  broker's  in- 
solvency, depends  largely  npon  the  ability  of  owners  of 
securities  properly  to  identify  their  securities,  thua  fre- 
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qnently  giving  rise  to  nmneroos  qnetrtiona  as  to  the  mar- 
shalling  of  secorities  or  proceeds  between  tbe  enstomerg  ia 
case  a  broker  becomes  insolvent. 

The  principles  of  identification  are  foll^  set  forth  in  the 
esse  of  Skiff  ti.  Stoddard,  63  Conn.  198.*  The  discumcnt 
as  given  in  this  case  comprises  nearly  every  posmble  con- 
tingency, some  of  the  secnrities,  at  the  time  of  in- 
8olv«u7,  being  in  the  hands  of  the  brokers,  others 
in  tbe  hands  of  pledgees,  and  still  others  in  the  pos- 
session of  the  insatvent  firm's  New  York  agents  who 
were  holding  them  as  security  for  advances  to  the  insol- 
vent firm.  It  also  appears  from  the  facts  of  the  case  that 
in  nearly  all  instances  tbe  customer's  accoonts  showed 
an  indebtedness  to  the  firm,  that  the  costomers  decdred  to 
pay  their  indebetedness  with  a  view  to  obtaining  their 
secnritieB,  bat  that  the  stocks  in  possession  of  the  firm 
were  not  sufficient  in  all  instances  to  meet  the  full  de- 
mands of  its  customers.  Tbe  defendant,  trustee  in  insol- 
vency, denied  the  right  of  the  customers  to  thus  redeem 
their  securities.  The  case  deserves  special  study  because 
nearly  all  possible  contingencies  are  carefully  elassified 
and  discussed.  In  the  opinion  of  the  court  the  burden  of 
identification  is  placed  upon  tbe  pledgor  who  is  seeking  to 
retake  his  own.  The  following  extract  from  the  opinion 
presents  the  conditions  of  identification  governing  the 
seyersl  classes  of  plaintiffs : . 

"If  we  loc^  at  the  conditions  which  the  claims  of  the 
several  plaintiffs  present,  we  find  that  nearly  every  pos- 
sible contingency  exists.  These  may  be  clandfied  as  fol- 
lows: 

Class  1.  Where  it  can  be  shown  that  the  precise  certi- 
ficates of  stock  or  evidences  of  title  originally  purchased 

■KbcummI  b7  Dob  Ptmoa,  TnaUat  on  Ute  Law  tf  Stock  Bnkvt 
and  BiMk  BxAmtf*,  vol.  i,  pp.  38S-293. 
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in  the  execntioii  of  a  plaintiff's  order  were  held  for  Urn 
b^  the  Brokers  at  the  time  ol  their  assignment 

Class  2.  Where  it  appears  that  certain  particular  eer^ 
tiflcates  of  stock  or  evidences  of  title  were  by  the  Broken 
being  carried  in  fulfillment  of  a  plaintiff's  orider,  althon^ 
it  may  be  impossible  to  establish  that  such  certificates  or 
evidences  of  title  were  the  precise  ones  originally  pur- 
chased in  the  execution  of  that  order. 

These  classes  present  no  difBculty.  The  plaintiffs  mak- 
ing such  identification  are  clearly  entitled  to  redeem. 
This  identification  being  a  strict  one  of  precise  property; 
it,  of  course,  follows  that  it  must  take  precedence  of  any 
general  identification  such  as  remains  to  be  conmdered, 
and  ^ves  to  the  fortunate  pledgor  the  first  right  to  that 
which  is  80  identified. 

Class  3.  Where  no  more  precise  identification  is  pos- 
sible than  that  the  Brokers  were  carrying  a  block  of  stocks 
of  a  particular  kind  sufficient  to  satisfy  the  demands  for 
that  kind  of  stock  of  all  their  customers,  inclnding  them- 
selves. 

The  problem  of  identification  and  distribntion  as  re- 
lated to  class  three  is  not  a  diEBcult  one.  If  the  Brokers 
were  at  the  time  of  their  failure  carrying  a  block  of  certain 
stock,  and  the  orders  of  their  customers  taken  together 
called  for  them  to  carry  that  amount  of  stock,  the  identi- 
fication of  that  stock  as  being  stock  carried  for  these  cus- 
tomers, the  requisite  amount  for  each,  is  clearly  reasonable 
and  sufficient.  The  shares  being  all  alike  and  merely  rep- 
resenting an  ownership  of  a  certain  undivided  interest 
in  a  corporation,  the  interests  of  all  concerned  are  satis- 
fied by  a  distribution  to  each  pledgor  of  his  proper  number 
of  shares. 

Class  4.  Where  it  appears  that  the  Brokers  were  carry- 
ing a  block  of  stocks  of  a  particular  kind  not  capable  of 
the  precise  identification  contemplated  in  classes  one  and 
two,  and  the  whole  amount  of  unidentifiable  shares  is  in- 
sufficient to  satisfy  the  demand  of  all  their  margin  buying 
customers,  including  themselves,  but  sufficient  to  satistjr 
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the  dem&nds  of  all  sncb  ctistomera,  excluaiTe  of  them- 
selves, either  as  individnala,  or  as  a  partnership. 

This  class  presents  the  same  problem  as  class  three, 
modified  only  by  the  additional  factor  that  the  shares  in 
the  Broker's  hands  were  insuiBcient  to  meet  the  demands 
of  their  customers  and  themselves  together.  The  Brokers 
had  the  right  to  do  as  they  pleased  with  their  own.  For 
their  costomers  they  were  bound  to  hold  and  carry  the 
requisite  stocks.  If  they  did  not  have  on  hand  what  was 
called  for  by  their  customers'  contracts  and  their  own 
purchases,  it  will  be  presumed  in  the  absence  of  evidence 
to  the  contrary  that  the  situation  arose  in  a  way  conmstent 
with  their  right  and  duty  and  that  the  stocks  on  hand 
were  held  for  their  customers.  This  presumption,  how- 
ever, must  yield  to  the  fact.  If  it  appeared  that  certain 
shares  were  at  the  time  of  the  asfflgnment  specifically  held 
by  the  insolvent  firm  upon  the  purchases  of,  or  for  itself, 
or  its  members,  and  thus,  and  not  otherwise,  actually  car- 
ried, the  right  thereto  of  the  trustee  or  administrator  of 
such  purchaser  and  owner  would  be  as  clear  as  that  of  a 
plaintiff  who  is  able  to  make  a  like  strict  identification. 
Should  the  exercise  of  this  right  by  the  defendant  as  trus- 
tee of  the  insolvent  Broker  reduce  the  amount  of  any  kind 
of  stock  remaining  below  that  required  to  satisfy  the  de- 
mands of  customers,  the  distribution  would  fall  under  the 
principles  of  class  five  to  be  conadered.  Otherwise  each 
customer  would  take  his  full  quota  of  stock. 

Class  5.  Where  it  appears  that  the  Brokers  were  carry- 
ing a  block  of  stocks  of  a  particular  kind  not  capable  of 
the  precise  identification  contemplated  in  classes  one  and 
two,  and  the  whole  amount  of  such  unidentifiable  shares 
is  insufficient  to  satisfy  the  demands  of  all  their  margin- 
buying  customers  exclusive  of  themselves  either  as  indi- 
viduals or  as  partners. 

Our  previous  discussion  has  eliminated  certain  of  the 
featnres  of  this  i^lass.  There  remains  the  single  question 
as  to  what  shall  be  done  when  it  appears  after  all  efforts 
at  precise  identification  have  been  exhausted,  and  after 
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the  claims  of  the  Brokers  as  pnreliasers  have  been  ent  off, 
that  there  remains  a  block  of  stock  insaffldent  to  meet 
the  demands  of  all  the  pledgors  of  that  stock.  There  is  a 
shortage  which  must  fall  to  the  loss  of  somebody  .  .  . 
It  is  not  possible  to  show  to  whom  it,  share  by  share,  doei 
belong.  The  shares  are  all  alike.  We  thhik  that  the 
identification  is  sufficient  to  jostify,  and  that  equity  re* 
qnires  the  division  of  the  stock  pro  rata  among  all  those 
for  whom  the  Brokers  were  holden  to  carry  snch  stock. 
This  coarse  folly  protecbi  the  creditors  of  the  Bndcer.  No 
stock  is  taken  from  the  assets  of  the  firm  to  which  it  was 
ever  by  any  possibility  entitled.  It  gives  the  pledgors 
their  rights  so  far  as  may  be  and  in  an  equitable  manner." 
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CLASSIFICATION  AHI>  DESCRIFTION  OF 
STOCK  CSatTIFICATES 

ISumnuuy  bued  <n  "  Stocks  and  Their  Featum— A  DMbuR)  and 
CUBrification,"  by  Jcdm  Adams,  Jr.,  puUiahed  io  "  Stodu 
sod  the  Stock  Maiket,"  Annal*  of  me  ^twricon  Aeadaiwi^ 
PoUticat  and  Social  Seienee,  May,  1910,  |^  42-ffl.  This 
aoalyns  byAdams  is  baaed  mainly  on  an  examinaticDcf  stodc 
iMuea  listed  cki  the  New  Y<»k  Stock  En^iann  at  the  time 
of  the  pr«{»ratioii  of  the  article.  Hie  artioe  pvce  exam- 
]4es  ot  variooB  oorporationB  with  a  view  to  iDaBtntiDg  the 
various  typea  of  deooribed  Btodca.] 

I.  Oluriflostion  Aeoordin;  to  Pftr  Vtlns. 

1.  Par  value  rangiiig  from  $lfiOO  per  $km-e,  tn  fk« 
cose  of  certain  bank  and  tnut-company  Mtocka,  to 
one  cent  per  thare  in  ike  cote  of  certain  mi  or  min- 
ing i^ares.  In  the  majority  at  instances  the  par 
value  of  listed  stocks  is  (100  a  share,  but  many  im- 
portant corporations  have  issaed  stock  with  a  par 
valae  of  $50  or  (25.  With  many  important  mining 
corporations  the  par  valne  of  stocks  is  (10,  $5,  or  (1. 
Where  sereral  kinds  of  stock  have  been  issued  by  the 
same  corporation,  the  par  value  is  usually  the  same. 
Numerous  instances,  however,  exist  where  the  pre- 
ferred stock  is  either  one-half  or  double  that  of  the 
common  stock. 

2.  Stocka  wifKoui  any  par  volus. — ^Tbe  issuance  of  no 
par  value  shares  seona  to  be  on  the  increase.  Here 
each  certificate  simply  repreeoita  its  dengnated 
share  of  the  total  issue.  Dividends  take  the  form 
of  a  de^nated  number  of  doUars  per  share. 
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n.  Olanifloatlon  of  Stock  Oortiflfl&teB  irtth  SoforaiM  to 
Their  Inne. 

1.  Unissued  stock. — Such  stock  may  be  defined  u  "that 
which  has  been  authorized  but  not  yet  disposed  of,  - 
that  ia,  it  merely  represents  the  right  to  admit  new 
stockholders  and  has  no  valae  in  itself.  It  has  no 
active  stock  rights  and  is  not  an  asset  of  the  corpora- 
tion. It  usnally  is  reserved  for  varions  corporata 
porposes,  such  as  the  conversion  of  Ixmds  or  tlie 
purchase  of  new  lines  or  plants. " 

2.  Issued  and  outstanding  stock. — Sacfa  stock  has  not 
merely  been  authorized  but  has  actnally  been  issued. 
It  has  passed  into  the  ownership  of  some  holder 
other  thiut  the  issuing  corporation. 

3.  Treasury  stock. — Such  stock  has  beoi  issued,  but  is 
not  outstanding.  It  has  been  defined  as  stock  "is- 
sued and  outstanding  which  has  come  into  poasesiooi 
of  the  corporation  which  received  it  by  purchase, 
donation,  or  in  liquidation  of  a  debt.  If  it  has  been 
issued  full  paid,  it  remains  so,  even  if  sold  agun 
below  par,  and  it  is  considered  an  asset  of  the  cor- 
poration for  bookkeeping  purposes.  But  such  stock, 
BO  long  as  it  is  held  by  the  corporation  or  its  repre- 
sentatives as  treasury  stock,  neither  participates  in 
dividends  nor  in  the  meetings  of  the  corporation  as 
treasury  stock ;  though  it  still  represents  a  paid  tor 
interest  in  the  property  of  the  corporation." 

m.  Claaalfleation   of   Btook   Oertifloatw   Aecordlnff  to 
Whether  They  Are  Full  Paid  or  Assessable. 

1.  Full  paid  stock  is  "stock  which  has  been  fully  paid 
for  as  required  by  law  in  money,  property,  or 
labor.  Such  stocks  indicate  the  fact  on  their  face 
that  they  are  'full  paid  and  non-assessable,*  and 
in  the  absence  of  any  special  statute  on  the  sub- 
ject carry  with  them  no  legal  liability." 

2.  Assessable  stock  is  "stock  which  has  not  yet  been 
fully  paid  for  by  its  subscriber.    The  legal  status  of 
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aflsess&ble  stock  is  saeh  that  ereditois  of  the  corpora- 
tion can  ludd  the  owners  of  the  shares  liable  for 
the  difference  between  the  amount  actually  paid  in 
and  the  par  value  of  the  stock.  The  laws  of  certain 
states  are  snch  as  to  make  stockholders  liable  for 
assessments  for  certain  debts,  even  though  the  certi- 
ficates are  marked  'foil  paid  and  non-assessable.* 
Moreover,  by  law,  certain  stocks,  snch  as  national- 
bank  Bto6k,  for  example,  are  liable  to  creditors  for 
double  the  par  value  of  the  shares. " 

IT.  Olassifloation  of  Stook  Oertifioates  Aoeording  to  tiw 
Big'htt  and  Limitations  Attaching  Thereto. 

1.  Common  stock. — "This  tenn  refers  to  the  jonior 
issue,  when  there  is  preferred  stock,  or  stock  anala- 
gouB  to  preferred.  Sometimes  it  has  a  real  prefer- 
ence in  regard  to  voting,  for  there  are  instances 
where  the  preferred  gives  ap  the  right  to  vote  as  a 
consideration  for  its  receiving  regular  dividends. 
The  usual  provision  is  that  if  such  disbutBements 
are  discontinued  for  a  certain  period,  varying  with 
the  individual  corporation,  the  preferred  stock  shall 
resume  its  voting  power.  Common  stock  generally 
has  the  right  to  receive  all  the  surplus  remaining 
for  dividends  after  the  preferred  has  been  paid  its 
stipulated  percentage.  It  is  evidently,  therefore, 
not  an  advantage  to  the  common  stock  to  have  any 
preferred  stock  ahead  of  it." 

2.  Deferred  atock. — ^"Snch  stock  refers  to  certain  is- 
snea  commonly,  in  England,  but  only  in&equenUy 
met  with  in  the  United  States.  The  name  itself  is 
largely  explanatory  of  its  nature.  It  is  an  issue  on 
which  dividends  are  deferred  until  dividends  on 
some  other  variety  of  stock,  or  interest  on  some 
particular  bonds,  have  been  paid.  The  common 
stock  of  companies  possessing  this  issue  is  usually 
divided  into  two  parts— one,  the  'B,'  or  ordinary 
stock,  and  the  deferred,  or  'A'  stock,  which  re- 
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ceiTes  no  dlTidcnds  tmtil  a  oertau  fixed  rate  hu 
been  paid  apon  the  'B'  Bto<±.  Both  of  these  iaraes 
are  jtmior,  of  coarse,  to  the  'preference'  stock,  as  it 
is  called  in  England.  The  corporsticms  which  poa- 
seas  this  class  of  stock  are  osaally  Ei^lish  either 
in  their  inception,  location,  or  management." 
3.  Preferred  itock. — "This  stock  may  have  a  prefer- 
ence in  any  one,  any  two,  or  all  three,  of  three  par- 
ticnlars,  i.e.,  dividends  always;  assets,  generally; 
and  Toting  power  at  times.  It  may  also  be  'callable,' 
'convertible,'  or  'participating.'  "  Preferred  stock 
may  have  preference  as  r^ards : 

(1)  Dividends. — "Such  stock  always  has  a  prefer- 
mce  over  the  common  as  regards  dividends, 
which  may  be  either  'cumolative'  or  'non-ctuna- 
lative."  " 

(a)  Cumuiattt>«  dividends  are  "in  the  nature 
of  a  fixed  charge,  because  if  the  corporation 
is  unable  to  pay  the  dividend  in  one  year, 
it  most  be  paid  in  sacceeding  years,  to- 
gether with  the  dividends  for  those  years, 
before  the  common  stock  can  receive  any- 
thing. No  snch  doty  attaches  to  non- 
cumulative  stock," 

(b)  Non-cumulative  dividend  implies  that  "if 
the  dividend  cannot  be  paid  this  year,  the 
rights  of  the  common  stock  to  share  in  next 
year's  earnings  are  in  no  wise  impaired. 
Sometimes  dividends  do  not  become  cnmn- 
lative  for  a  few  years,  in  order  to  give  the 
corporation  an  opportunity  to  become  firm- 
ly established  before  it  must  meet  the  fixed 
cumulative  dividend  obligation." 

(2)  Aiseti. — As  compared  with  the  common  stock, 
preferred  stock  often  enjoys  preference  as  to 
assets  upon  a  dissolution  of  the  corporation. 
"Practically  every  large  industrial  concern  has 
its  preferred  stoc^  protected  by  giving  it  thti 
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preference  ahonld  it  ever  become  necessary  to 
distribate  the  corporate  afsets.  The  practice, 
however,  is  not  so  common  in  the  case  of  rail- 
roads, as  among  indastrials.  Yarioos  plans  of 
preference  are  provided  for.  Tbtis  the  arrange- 
ment may  be  to  the  effect  that  the  preferred 
stock  has  the  first  claim  on  all  assets  up  to  $100 
a  share,  and  then  sharee  the  balance  with  the 
common  after  that  issae  has  received  $100  or 
some  other  stipolated  amoont  per  share.  In 
a  few  instances,  the  preferred  stock  is  given  a 
preference  to  an  amonnt  over  par,  like  $115 
a  Bhar&  In  most  cases,  too,  nnpaid  comolative 
dividends  most  be  settled  for  ont  of  assets  be- 
fore the  conmum  stock  can  receive  anything." 

(3  Voting  power. — "Often  the  common  stock  po»- 
sesses  a  superior  voting  ri^t.  In  some  in- 
stances, however,  thoogh  not  bo  often  as  the 
common  stock,  the  preferred  stock  carries  the 
entire  voting  power.  On  the  other  hand,  the 
preferred  stock  often  has  a  voting  preference 
in  regard  to  special  matters  —  usually  in  case 
of  the  creation  or  increase  of  funded  debt  or 
the  enlargement  of  the  preferred  issne  itself. 
More  than  a  majority  of  the  issue,  nsoally  two- 
thirds  to  three-foorths,  is  required  to  sanctiott 
such  changes." 

(4)  Creation  of  dividend  fund*. — "Various  cor- 
porations safeguard  the  dividends  of  their  vari- 
ous clases  of  preferred  stock  by  creating 
special  so-called  dividend  funds.  The  differ- 
^ce  between  a  first  and  second  preferred  stock 
is  this :  that  while  both  are  senior  to  the  common 
stock,  the  first  preferred  ranks  ahead  of  the 
second  in  regard  to  receiving  dividends,  and  in 
some  cases  priority  as  r^ards  assets  also.  There 
are  instances  where  corporations  have  as  many 
as  three  classes  of  preferred  stock.    Moreover,  a 
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few  corporations  have  made  prorisioii  for  the 
accumolatioii  of  a  certain  fund  oat  of  which 
dividends  on  the  preferred  shall  be  paid  dor- 
ing  times  of  business  depression,  when  eaminga 
are  not  sufficient  to  meet  snch  payments.  Thus 
the  corporation  may  provide  a  separate  fond  of, 
say  $2,000,000  of  prior  lien  bonth,  the  proceeds 
of  which  may  be  drawn  upon  to  the  extent  that 
net  profits  shall  not  be  sotBcient  to  insure  the 
dividend  payments  on  the  preferred  stock  for  a 
designated  period,  like  three  years.  Or,  the 
corporation  may  promise  the  preferred  stoi^- 
holders  that  a  sarplos  of,  say  $1,000,000  shall 
be  accomolated  out  of  earnings  before  any 
dividend  shall  be  paid  on  the  common  stock. 
Snch  dividend  fonds  serve  as  a  protection  to 
the  preferred  stockholders,  for  if  there  were  no 
surplus  when  net  earnings  are  little  above  the 
amount  needed  for  preferred  dividends,  it 
might  not  be  deemed  advisable  to  declare  such 
dividends  unless  there  were  such  a  sarplos  fund 
to  fall  back  upon  for  working  capital" 
{5)  Special  features. — Preferred  stocks  may  pos- 
sess any  one  or  more  of  three  special  features, 
that  is,  may  be  "callable,"  "convertible,"  or 
"participating." 

(a)  Callable  feature.  —  "Corporations  may 
have  hopes  that  in  time  their  business  will 
so  improve  that  by  issuing  bonds  at  a  low 
interest  rate  or  by  selling  additional  com- 
mon stock  they  can  retire  the  preferred 
stock,  probably  yielding  a  higher  rate  of 
dividend,  and  thus  leave  the  common  stock 
in  a  much  better  position.  Hence,  the  call- 
able feature  may  be  inserted.  This  is  never 
obligatory  on  the  corporation  but  merely 
optional  with  the  directors.  It  is  the  op- 
posite of  the  convertible  feature  which  de- 
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penda  on  the  stockholder's  option."  The 
eall&ble  feature  presents  a  great  variet;. 
Thus  the  stock  may  be  called  at  par,  or  at 
a  pi«iiiiam  like  105, 110,  or  125.  Often  the 
eallaUe  featore  may  be  exercised  only  "if 
and  when  allowed  by  law,"  or  if  some  other 
preferred  issae  has  first  been  redeemed  or 
converted,  or ' '  only  by  vote  of  two-thirds  of 
the  directors,"  or  "subject  to  conversion 
for  thirty  d^^  after  notice,"  "It  is  gen- 
erally considered  a  disadvantage  to  have  a 
stock  callable  as  the  bolder  mnst  then  seek 
new  fields  for  his  capital  mnially  jnst  whoi 
the  investment  begins  to  look  attractive." 

(b)  Convertible  feature. — ^Unlike  the  callable 
feature,  it  is  nsnally  advantageons  for  a 
stock  to  possess  the  convertible  featore. 
Here  the  stocUioIder  posseeses  the  option, 
and  not  the  company.  The  stockholder,  in 
other  words,  is  given  the  right,  tinder  cer- 
tain definitely  stated  conditions,  to  convert 
his  preferred  stock  into  common  stock,  or 
into  some  other  issue  of  preferred  stock,  or 
partly  in  common  stock  and  part^  in  some, 
other  issae  of  preferred  stock,  or  possibly 
into  some  bond  issne. 

(c)  Participating  feature. — "This  feature  is  of 
the  utmost  importance,  for  it  is  practically 
only  in  this  class  of  preferred  stocks  that 
the  holder  has  an  income  unlimited  except 
by  the  company's  earning  power.  In  cu- 
mulative preferred  stocks  he  is  nearly  al- 
ways limited  to  his  fixed  percentage,  but 
here  he  shares  with  the  common  stock  the 
surplus  remaining  after  a  certain  amount 
has  been  paid  on  that  class. ' '  The  partici- 
pating feature  presents  a  great  variety. 
Sometimes  the  feature  provides  tliat  after 
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the  cranmcai  stock  has  reeuTed  the  Bune 
dividend  paid  to  the  preferred  lAoA, 
both  \^eB  of  stock  ah&U  sh&re  ftro  rata  in 
any  surplus.  Another  variation  ia  to  the 
effect  that  following  the  receipt  of  a  certain 
dividend  by  the  common  stock  the  pre* 
ferred  shall  receive  three  per  cent,  then 
the  common  three  per  cent,  then  both 
stocks  to  share  equally.  3<nDetimee  the 
preferred  is  given  merely  an  extra  ime  or 
two  per  cent  after  the  common  stock  haa 
been  given  a  certain  dividend,  while  on- 
der  still  other  instanceo,  the  preferred  stock 
is  to  receive,  say,  "one-half  per  cent  for 
each  one  per  cent  paid  on  the  common 
stock  over  seven  per  cent." 
2.  Stock  Analogous  to  Preferred. 

(1)  Interest  bearing  stock. — "This  is  really  only 
another  name  for  preferred  stock,  because  inter- 
est (instead  of  dividends)  must  be  paid  upon  it 
before  there  can  be  any  disbursement  on  the 
common  stock.  Bach  issues  are  obsolete  to-day 
and  no  examples  are  found  in  the  various  man- 
uals. ' ' 

(2)  Special  stock. — "Under  certain  Massachusetts 
statutes,  especially  the  Acts  of  1855  and  1882, 
manufacturing  and  other  corporations  by  vote 
uf  three- Fourth s  of  their  stockholders  at  a  meet- 
ing; oalled  cs|>efially  fur  this  imrpose,  may 
authorize  the  Rpecial  stock  which  most  never 
exceed  two-thirds  of  the  actual  capital,  bearing 
semi-annual  dividends  not  exceeding  four  per 
cent,  and  subject  to  redemption  at  par  after  a 
fixed  date,  which  niu«t  be  cx|iretwed  on  the  cer- 
(iflcate.  The  holder  of  sucli  stock  is  in  no  case 
liable  for  the  debts  of  tlie  corporation.  In- 
stances of  such  stock  are  rare  and  crop  out 
no'v  and  then  because  of  law  suits  over  the 
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rigbtB  of  the  stockholders.  The  nearest  mod- 
em  analogy  ia  the  callable  preferred  stock,  hat 
it  also  resembles  in  some  wa-y^  a  short-term 
note,  for  the  obligBtion  to  pay  dividends  is  ab- 
solate,  not  aa  in  interest  bearing  or  ordinary 
preferred  stock,  contingent  on  there  being  suf- 
ficient profits  so  to  do,  and  it  ia  also  usoally 
redeemable  in  a  short  time." 

(3)  Qvaranteed  stock. — "  This  term  is  properly  ap- 
plied to  the  tftoA  of  a  company,  the  dividends 
on  which  are  gnaranteed  by  another  corpora- 
tion, provided  there  are  cmffieient  earnings  to 
meet  them,  bat  not  otherwise.  It  is  sometimes 
erroneoasly  employed  aa  describing  preferred 
stock,  that  is,  the  corporation  gaaranteeing  the 
dividends  on  its  own  stock.  Guaranteed  stot^ 
osaally  arise  from  s  consolidation  or  lease  of 
one  road,  or  industrial  corporation,  with  or  to 
another."  The  terms  of  the  guarantee  may 
vary  greatly.  Usually  a  different  percentage  of 
dividend  is  guaranteed,  but  frequently  the 
guarantee  is  limited  to  the  payment  of  "net 
earnings." 

(4)  Foundert'  ttock. — "Such  stock  is  practically 
unknown  in  this  country,  though  it  may  exist 
in  certain  small  corporations.  It  may  be  de- 
fined as  stock  ranking  ahead  of  preferred  stock, 
entitled  to  a  certain  fixed  dividend  and  thai  to 
a  certain  proportion  of  the  surplus  after  divi- 
dends on  all  claaaes  of  stock  hare  been  paid. 
Assume  a  corporation  with  $100,000  six  per 
cent  Pounders'  stock,  t4,900,000  six  per  cent 
preferred,  and  $5,000,000  common  stock,  and  a 
balance  for  dividends  for  the  year  of  (1,000,000. 
The  Founders'  stock  will  receive  $6,000,  the 
preferred  $294,000,  and  the  common,  say,>t250,< 
000.  The  surplus  for  the  year  would  then  be 
$450,000.    The  Pounders'  stock  is  entitled  to  a 
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certain  proportion  of  this  —  fixed  by  the  arti- 
cles of  incorporation  —  osoally  one-foorth  to 
one-half.    ThiB  type  of  stock  was  formerly  com- 
mon in  En^and  but  is  now  looked  njKin  with 
disfavor.    Snch  stock  was  osnally  given  to  pro- 
moters, or  to  persona  of  influence  in  considera- 
tion of  their  lending  the  weight  of  their  names 
to  new  corporations,  and  is  naturally,  hi^y 
valned  by  its  fortnnate  possessors." 
5.  Debenture  stock. — "This  class  of  stock  may  be  sud 
to  be  on  the  margin  between  mortgage  bond  iamee 
and  regular  stock  issues.    To  the  ordinary  person  s 
debenture  signifies  a  'non-mortgage  bond.'    But  it 
is  also  used  to  describe  a  stock.    It  differs  from  other 
stock  in  that  the  company  promises,  generally  in  the 
form  of  a  covenant,  to  pay  interest  on  specifled 
dates.    This  interest  has  priority  over  dividends  on 
any  class  of  stock  whatever,  whether  guaranteed  or 
not    Such  issues  are  common  in  England  and  Can- 
ada, but  rare  in  the  United  States,  though  debenture 
bonds  are  well  known  here.     Such  stocks  may  be 
issued  on  the  irredeemable  plan,  or  provision  may 
be  made  for  their  redemption  after  a  certain  date." 
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BKISPVR  POBU  OF  COHUOH  STOCK  CERTTPICATB 


No. 
A  764322 


Shores 
100 


THE  PXHHBTLVARIA  RUISOAD 
OOMPAKT  

Inoorpontod  under  tlie  kwa  < 
of  noiuylTMiiift,  April  13,  '. 

THIS  CBBTEPIBS  THAT John 

Dot is  eotitled  to ONE 

BVNDBSD Shares  in  the  Capital 

Stock  of  THE  PENNSYLVANIA  RAIL- 
ROAD COUPANY  transfereble  only  in 
person  or  by  Attorney  oa  the  books  of  the 
said  Company.  Witness  the  Seal  of  the  Com- 
pany and  the  signatures  of  tlie  President  and 
Treasorer  at  Philadelphia,  this  ttoMty- 
»event\  day  of May 1931. 


For  Pntidma, 


AttitbMntSmviarv. 


CouinsBsiainD : 


Fat 


This  oertiSeate  is  traosferaUe  either  in  New  York  or  Fhiladel- 
^lia.    liii  oertificate  is  not  valid  until  ooustenigDed  l^  the 
Tnimtts  Agent  and  the  Be^stnr. 
417 
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SHARES  tSO  EACH 

(Sot  other  >id«) 
(Printed  oo  rerarae  mk  of  ftodi  occtifiMto) 

KNOW  ALL  KEN  BT  THESE  PRES- 
ENTS, that the  ondenigoed, 

for  value  received,  have  l»rgained,  aold,  as- 
signed, and  transferred,  and  by  these  presents 
do  bargain,  sell,  assign,  and  transfer,  onto 


Shares  of  the  Capital  Stock  of 

THE  PENNSYLVANIA  RAILROAD  COM- 
PANY, and  do  hereby  constitate  and  appoint 

true  and  lawful  Attorney,  irrevocable,  for 

and  in name  and  stead, 

but  to  the  use  of  the  above-named  assignee, 
to  make  and  execute  all  necessary  acts  of  as- 
signment and  transfer  of  the  said  stock  on 
the  books  of  the  said  Company,  and  Attorneys 
one  or  more  to  substitute  with  like  full  power 
for  the  purposes  aforesaid,  hereby  ratifjdng 
and  confirming  all  that  said  Attorney,  or  his 
substitute  or  substitutes,  shall  lawfully  do  by 
virtue  hereof. 

IN  WITNESS  WHEREOF, have 

hereunto  set hand  and  seal,  this 

day  of one  thousand  nine  hundred 

and 


Signed,  Sealed,  and  Delivered 
in  presence  of 
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SAMPLE    FORM    OF    PREFERRED    STOCK    CERTIFICATE 

Certificate  Certificate 

for  for 

100  sham  100  shores 

Na  Shores 

2648  100 

THE  PHILADELPHIA  BLBCTBIC  COMPANY 
Inoorpontod  ands  the  Um  of  tin  SUte  of  ParnqylruuB. 

Eight  per  cent  cnmulatiTe  preferred  stock.  Author- 
ized, 600,000  shares,  par  value  $25  eaclv  Common 
stock,  authoriiied  2,000,000  shares,  par  valae,  $25  each. 

THIS  CERTIFIES  THAT JoKn  Doe 

is  the  owner  of 100 foil  paid  ond  non- 
assessable shares  of  the  par  value  of  twenty-five  dollars 
($25)  each  of  the  EIGHT  PEB  CENT  (S%)  cnmoUtive 
preferred  capital  stock  of  The  Philadelphia  Electric  Com- 
pony,  transferable  only  npon  the  books  of  the  Company  in 
person  or  by  duly  authorized  attorney  upon  gorrender  of 
this  certificate  properly  endorsed.  The  holders  of  the  pr«- 
feiTed  stock  shall  be  entitled  to  receive  comolative  pre- 
ferred  dividends  from  and  after  the  date  of  original  issue 
thereof  at  the  rate  of  eight  per  cent  (8%)  per  annum,  if 
when  and  as  declared  by  the  Board  of  Directors,  oat  of 
the  sorplos  or  net  earnings  of  the  Company,  payable  quart- 
erly on  the  fifteenth  days  of  December,  March,  June  ond 
September  of  each  year,  the  first  ^vidend  which  the  hold- 
ers of  said  preferred  stock  shall  be  entitled  to  receive  to 
be  a  divideaid  at  said  rate  for  the  period  ending  December 
419 
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15, 1920.  No  dividend  shall  be  declared  <x  paid  at  aaj  time 
npoD  any  shares  of  any  other  stock  of  the  Company  nnlev 
and  nntil  all  dividends  then  accnmnlated  or  accrued  to 
date  for  the  current  and  all  preceding  qoarterly  periods 
since  the  date  of  the  original  issue  of  the  preferred  stock 
shall  have  been  declared,  and  have  been  paid  in  fnll  or  set 
apart  for  payment  oat  of  the  Company's  sorplos  and  net 
profits;  whereapon  the  Board  of  Directors  may  declare 
and  pay  dividends  on  shares  of  airy  other  stock  of  the 
Company  out  of  the  surplus  and  earnings  of  the  Company 
then  remaining.  The  holders  of  preferred  stock  shall  not 
be  entitled  to  receive  any  dividoid  or  share  of  surplus  or 
profits  whether  payable  in  cash  or  otherwise,  in  excess  of 
said  cumulative  preferred  dividends  at  the  rate  of  eight 
per  cent  (8%)  per  annnm.  The  Company  shall  not  au- 
thorize or  issue  any  stock  having  any  preference  or  priority 
over  the  anthorized  preferred  stock.  Any  holder  of  record 
of  preferred  stock  may  at  his  option  convert  his  preferred 
stock  into  common  stock  of  a  like  amount  par  value  on 
any  quarterly  dividend  date,  upon  thirty  days'  previous 
notice  in  writing  to  the  Company  of  bis  intention  to  make 
such  conversion,  and  upon  surrender  to  the  Company  of 
the  certificates  representing  said  preferred  stock  duly  en- 
dorsed for  transfer,  which  certificates  shall  at  the  time  of 
such  conversion  be  canceled  and  the  preferred  stock  rep- 
resented thereby  shall  not  be  reissued^  Snch  holder  of 
preferred  stock  shall  be  entitled  to  receive  any  dividend 
thereon  payable  on  the  date  of  such  conversion,  and  cer- 
tificates representing  the  common  stock  to  be  issued  to  him 
on  exchange  shall  then  be  delivered  to  him  in  his  name  as 
holder  of  record.  The  holders  of  record  of  preferred  stock 
shall  have  full  and  unrestricted  voting  power.  The  Com- 
pany may  at  its  option  on  any  quarterly  dividend  date 
redeem  all  but  not  less  than  all  of  the  outstanding  pre- 
ferred stock,  npon  sixty  daya'  notice,  in  writing,  given 
by  mail  to  each  holder  of  record  of  said  preferred  stock 
at  his  post  ofRce  address  appearing  upon  the  hooka  of  the 
Cmnpany  and  by  publishing  such  notice  at  least  <mce  dur- 
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tug  each  of  the  eight  calendar  vecte  inunediatdj  preced- 
ing sach  dividend  date  in  two  doily  nevspapers  of  geoeral 
circnlation,  pablished  in  each  of  the  cities  of  Philadelphia 
and  New  York  at  the  price  of  twenty-ei^t  dollars  ((28) 
per  share  and  all  unpaid  accnnmlated  and  accmed  pre- 
ferred diTidends.  Upon  the  date  designated  in  snch  notice 
payment  shall  be  made  to  the  holders  of  recsord  at  the 
oflSce  of  the  Transfer  Agent  in  the  City  of  Philadelphia. 
Upon  presentation  and  snrrender  of  their  stock  certificates 
doly  endorsed  for  transfer,  and  from  and  after  said  date 
the  holders  of  said  preferred  stock  shall  not  be  entitled  to 
receive  any  dividend  accruing  thereafter  or  to  exercise  any 
voting  power  or  other  rights  as  stockholders  of  the  Com- 
pany bnt  notwithstanding  soch  call  for  redemption  any 
holder  of  said  preferred  stock  shall  retain  his  right  to 
convei4  the  same  into  common  stock  of  the  Company  upon 
thirty  days'  written  notice  to  the  Company,  as  herein* 
before  provided  on  the  date  fixed  for  sach  redemption. 
In  the  event  of  any  involnntary  dissolution  of  the  Com- 
pany or  involuntary  sale  or  transfer  of  its  property  and 
assets,  the  holders  of  preferred  stock  shall  be  entitied  to 
receive  in  full  from  the  assets  of  the  Company  the  par 
valne  of  thur  preferred  shares  together  with  all  unpaid 
accnmidated  and  accmed  dividends  thereon,  whether  sach 
dividends  shall  have  been  declared  or  not  before  any  pay- 
ment ohall  be  mode  to  the  holden  of  any  other  stock  of  the 
Company;  and  in  the  event  of  a  volantary  dissolntion  or 
distribation  of  the  Company's  property  and  assets,  the 
holders  of  said  preferred  stock  shall  be  entitied  to  receive 
in  cash  the  sam  of  twenty-eight  dollars  ($28)  per  share 
of  said  preferred  stock  and  all  unpaid  accomolated  and 
accmed  dividends  hereon  whether  such  dividends  shall 
have  been  declared  or  not,  before  any  payment  shall  be 
made  to  the  holders  of  any  other  sto<^  of  the  Company; 
but  the  holders  of  said  preferred  stock  shall  not  be  entitied 
to  recfflve  ai^  payment  or  distiibative  share  of  the  C«n- 
pany's  property  or  assets  except  to  the  extent  hereinbefore 
provided.    This  certificate  shall  not  be  vaBd  or  mforceaUe 
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until  cotmtenigned  by  the  Transfer  Agent  and  registered 
by  the  Bc^istrsr. 

IN     WITNESS     WHEREOF,     THE        g 
[PHILADELPHIA     ELECTRIC     COM-        "f 


•9  FANY  has  caused  this  certificate  to  be 

^  doly  executed  in  its  name  and  behalf,  and 

its  corporate  seal  to  be  hereto  affixed  by 

its  doly  aathorlzed  officers  this 

15th  day  of Jcmuary 1921. 


THE  PHILADBLPHLA  ELECTBIc' 
COMPANY 

i'r 

1 

By 

n 

1 

b 

Attmt: 

!> 

I 

PrmUM.      1 

hi 

Trtaamm. 

APPENDIX  IV 

SAMPLE  FORM  OF  BOND  CEBTIFICATB 

$1000  $1000 


THE  PBNNSYLVANU  RAILBOAD  COMPANY 

TEN-TEAR  SEVEN  PER  CENT   SBCUBBD  O0U>  BOND 

THE  PENNSYLVANIA  RAILBOAD  COMPANY 
(hereinafter  called  the  Bailroad  Compai^'),  a  corporation 
of  the  Commtmweslth  of  Pennsylvania,  for  value  received, 
hereby  promises  to  pay  to  the  bearer,  or,  if  this  bond  be 
ref^stered  as  to  principal,  then  to  the  re^stered  holdeo'  od 
April  1,  1920,  the  som  of 

ONE  THOUSAND  DOLLARS 

in  gold  coin  of  the  United  States  of  America  of  or  eqoal 
to  the  standard  of  weight  and  finenesB  as  it  existed  oii 
April  1,  1920,  and  to  pay  interest  thereon  from  April  1, 
1920,  at  the  rate  of  sevcoi  per  cent  per  annum,  payable 
Bemi-annnally  in  like  gold  coin  on  April  1  and  October  1 
in  each  year,  on  presentation  and  Borrender  as  they  shall 
severally  mature  of  the  coupons  Bereto  annexed.  Both 
principal  and  interest  of  this  bond  are  payable  at  the 
office  or  agency  of  the  Railroad  Company  in  the  Borough 
of  Manhattan,  in  the  City  and  State  of  New  Yoi^  or  at 
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the  opti<m  of  the  htdder  hereof,  st  the  dBee  of  the  Btilroad 
Canpany  in  the  City  of  Philadelphia,  in  the  Common- 
wealth of  Penusylvania,  and  paTment  thereof  will  be  made 
withoQt  deduction  for  any  tax,  assessment  or  goTemmental 
charge  (other  than  income  taxes  on  the  holder  hereof 
levied  by  the  Qovemnient  of  the  United  States  of  America) 
which  the  Railroad  Company  or  the  Trostee  tindw  the 
Tnut  indenture  hereinafter  mentioned  may  be  required  to 
pay  or  to  retain  therefrom  under  any  present  or  fatnra 
law  of  the  United  States  of  America  or  of  the  Common- 
wealth of  Pennsylvania.  This  bond  is  one  of  a  series  of 
bonds  (coupon  and  re^^stered),  limited  to  the  aggregate 
principal  amount  of  fifty  million  dollars  ($50,000,000)  at 
any  one  time  outstanding,  known  aa  the  Ten  Year  Seven 
Per  Cent  Secured  Gold  Bonds  of  the  Railroad  Company, 
all  issued  and  to  be  issued  under  and  equally  secured  by 
a  Trust  Indenture,  dated  April  1,  1920,  between  the  Rail- 
road Company  and  Qirard  Tmst  Company,  as  Trustee 
(herein  termed  the  Truat  Indentnrfl).  For  a  description 
of  the  nature,  and  the  extent  of  the  security  and  the  terma 
and  conditions  upon  which  the  bonds  are  secured,  reference 
is  made  to  the  Trust  Indenttire.  This  bond  shall  pass  by 
delivery  unless  it  shall  be  registered  as  to  principal  in  the 
name  of  the  owner  at  said  office  or  agency  of  the  Railroad 
Company  in  the  Borough  of  Manhattan  in  the  City  and 
State  of  New  Tork,  or  at  the  office  of  the  Railroad  Com- 
pany in  the  City  of  Philadelphia  in  the  Commonwealth  of 
Pennsylvania,  such  registration  being  noted  on  the  bond 
fay  or  on  behalf  of  the  Railroad  Company.  After  such 
registration  no  transfer  shall  be  valid  unless  made  at  such 
office  or  agency  by  the  registered  owner  hereof,  in  person 
or  fay  his  duly  authorized  attorney,  and  similarly  noted  on 
the  bond;  but  the  same  may  be  discharged  from  registra- 
tion by  being  in  like  manner  transferred  to  bearer,  and 
thereupon  transferability  by  delivery  shall  be  restored; 
bat  this  bond  may  again  from  time  to  time  be  registered 
or  transferred  to  bearer  as  before.  Such  registration,  how- 
ever, shall  not  afTect  the  negotiability  of  the  coupons,  which 
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■haQ  eontinne  to  be  tranaferable  by  deliveiy  merely.  The 
hcJder  of  this  bond,  at  his  option,  may  sorrender  the  same 
for  cancellation,  with  all  tmmatiired  coupons  appertaining, 
in  exchange  for  a  registered  bond  without  coupons,  as  pro- 
vided in  the  Tmst  Indenture,  and  on  payment,  if  the  Rail- 
road Company  shall  require  it,  of  the  charges  therein  pro- 
vided for,  and  such  registered  bond  may  in  torn  be  re- 
exchanged  for  a  conpcm  bond. 

In  case  an  event  of  default,  as  defined  in  the  Trtut  In- 
denture, shall  happen,  the  principal  of  the  bonds  may 
become  or  be  declared  due  and  payable  in  the  manner  and 
with  the  effect  provided  in  the  Trust  Indenture.  No  re- 
course shall  be  had  for  the  payment  of  the  principal  of  or 
the  interest  upon  this  bond,  or  tor  any  claim  based  hereon 
or  otherwise  in  respect  hereof  or  of  the  Trust  Indenture, 
against  any  stockholder,  officer  or  director,  past,  present 
or  future,  of  the  Railroad  Company,  whether  by  virtue 
of  any  constitution,  statute  or  rule  of  law,  or  by  the  tat- 
forcement  of  any  assessment  or  penalty  or  otherwise,  all 
such  liability  being  by  the  acceptance  hereof  and  as 'part 
of  the  consideration  for  the  issue  hereof  expressly  waived, 
as  provided  in  the  Tmst  Indenture.  This  bond  shall  not 
be  valid  or  become  .obligatory  for  any  purpose  until  it 
shall  have  been  authenticated  by  the  certificate,  hereon 
endorsed,  of  the  Trustee  under  the  Trust  IndenturcL 

IN  WITNESS  WHEREOP,  The  Pennsyl- 
vania BaUroad  Company  has  cansed  this  b<md  . 
to  be  signed  by  its  President  or  one  of  its  Vice- 
Presidents,  or  other  ofiBcer  or  person  duly  au- 
thorized by  its  Board  of  Directors  to  sign  for 
the  President  and  on  behalf  of  the  Railroad 
(Sbai.)  '  Company,  and  its  corporate  seal  to  be  hereunto 
affixed  and  to  be  attested  by  its  Secretary  or  an 
Assistant  Secretary,  and  coupons  for  said  in- 
terest, bearing  the  foc-siniile  signature  of  its 
Treasurer,  to  be  attached  hereto,  as  of  the  first 
day  of  April,  1920. 
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THB  PENNSTLVANIA  RAILBOAD  CX>1IPANY 
Attvt:  Bj 


SUmpa  required  By  Act  of  CcHigmB,  Februuy  2i,  1919,  affiaed 
to  originiJ  obligation  repnKoted  c^  this  Boud. 


October,  192L 

THE  PENNSYLVANIA  RAILROAD  COMPANY 

will  pay  to  bearer,  at  its  office  or  agency  in 

tlie  Bonmgh  of  Manhattan,  New  York,  N.  Y.,  or  at  bearer's 
<^tion,  at  its  office  in  the  City  of  Philadelphia,  Pa., 
THIRTVFIVE  DOLLARS  in  United  States  Gold  coin, 
without  deduction  for  United  Statu  or  Pennsylvania  taxes 
(other  than  United  States  income  taxes),  being  six  mcmtba' 
interest  then  dne  on  its  ten-year  seven  per  cent  secured 
gold  bcmd. 

No.  A  23329 


APPENDIX  V 

SAMPLE  FORM  OF  A  STOCK  ALLOTHENT  WARRANT 

STOCK  ALLOTMENT  1913  WARRANT 
THE  PENNSYLVANIA  RAILROAD  COMPANY 

No.F 
OFFICE  OF  THE  TREASDRKR,  BROAD  STREET  STATION 
Philadelphia,  Pa.,  May  5,  1913. 

This  is  to  CsBTirx  that is  entitled  to 

BObscribe  for of  the  Capital  Stock  of  this 

Company  in  accordance  with  resolution  of  the  Board  of 
Directors,  April  9,  1913,  npcm  sorrender  hereof  at  this 
oflSce,  or  at  the  office  of  tbe  Company,  85  Cedar  Street,  New 
York,  on  May  31,  1913. 

Payment  for  this  Bubscription  must  be  made  at  par, 
$50.00  per  share,  in  foil,  or  in  three  installments,  as  follows : 

In  fnll,  $50.00  per  share,  or  first  installment,  $15.00  per 
share,  at  the  time  of  making  the  anbscription,  (m  May  31, 
1913. 

Second  installment,  $15.00  per  share,  on  Augnst  30, 1918. 

Third  installment,  $20.00  per  share,  on  November  29, 
1913. 

ITnless  this  Warrant  is  snrrendered  at  either  of  the  of- 
fices as  above  on  Hay  31,  1913,  accompanied  by  payment 
in  fall,  or  of  the  first  installment,  the  privilege  will  be  void 
and  the  Warrant  of  no  value. 

C0U14TXBSIQmD : 


Attotmmt  Clarfe. 
NOTE:    On  the  back  of  this  Warrant  are  two  forms: 
the  FIRST,  to  be  signed  when  sobscription  is  made;  the 
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SECOND,  which  is  an  MMgrmant  reqairing  a 
be  signed  if  it  ia  desired  to  dispose  of  the  ptivilegv. 

SUBSCRIPTION 

D»t« 19U 

Tnamer,  Hie  Pennsrlvania  Ballraad  Oompuij: 
The  undersigned  hereby  sabscribes  for  the  st«^  eovered 

by  this  Warrant. 

Stpiature 


ASSIONHKNT 
D»te 

Treasurer,  The  FennsylTania  Railroad  Oompanj: 


For  value  received  the  right  to  make  the  within  sob- 
scription,  together  with  all  right,  title  and  intervt  in  this 
Warrant  is  hereby  assigned  to 


NoU:  When  usigiiments  ue  executed  by  Administntocs, 
Executors,  TrustecB,  Gusrdiana,  AttonwjB,  etc.,  proper  evidenee 
of  their  sutbwity  to  so  act  must  be  cm  file  with  tlie  Company. 
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COPY  OF  ANNOUNCXBCBNT  OF  DECLARATION  OP  RIGHTS 
THE  PKKHBTLVAMU  RAILBOAD  OOHFAHT 

TREASURER'S  OFFICE 
Oemnl  Office,  Brcwd  Stiwt  Station 

PkOaddpkia,  Pa^  AprA  9,  1919. 
To  THK  Stockboldbbs  ov  The  Fennstlvanu  Railboad 

COHPAMT. 

At  a  meeting  of  the  Board  of  Directors  held  this  date 
the  foUowing  resolution  was  adopted : 

"BBSCK.VSD,  that, — pursuant  to  the  consent  and  authority 
given  and  conferred  by  appropriate  action  duly  token  \sy 
this  Company's  stockholders  for  increasing  its  Capital 
Stock, — to  provide  the  necessary  capital  for  substantial 
additions,  betterments  and  improvementa  to  and  in  the 
Company's  railroads,  equipment,  property  and  facilities, 
and  the  funds  necessary  to  meet  maturing  obligations  of  the 
Company  and  for  other  proper  corporate  purposes,  on 
increase  of  this  Company's  capital  stock  equal  to  ten  per 
centum  of  the  aggregate  amount  thereof  which  shall  be 
issued  and  outstanding  at  the  close  of  business  on  the  5th 
day  of  May,  1913,  is  hereby  authorized  and  directed,  and 
the  same  shall  be  issued  and  disposed  of  in  manner  fol- 
lowing: 

The  privilege  of  subscribing  for  the  said  stock  at  par, 
$50  per  share,  on  May  31,  1913,  on  which  date  the  priv- 
ilege will  cease,  is  hereby  given  to  stockholders  as  they 
shall  stand  registered  <m  the  books  of  the  Company  at  the 
dose  of  businesa.  May  5,  1913,  to  the  extent  of  ten  per 
centum  of  their  theu  respective  holdinga. 
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Warrants  specifying  the  amoant  of  Btoc^  to  which  each 
stockholder  is  entitled  to  sabecribe  under  this  pri'nlege, 
will  be  issued  by  the  Treasnrer. 

The  BQbscriptioQ  privilege  may  be  sold  and  transferred 
by  assignment  of  the  warrant  executed  in  the  form  prv- 
scribed  and  printed  thereon. 

The  terms  of  subscription  will  be  as  follows : 

Paymenta  may  be  made  in  fall  or  in  three  installnunita, 
viB: 

In  fall,  or  (50  per  share,  at  the  time  of  making  the  sub- 
scription, on  Hay  31,  1913. 

'Hie  first  instalment,  30  per  cent,  or  $15.00  per  share, 
at  the  time  of  making  the  sabscription,  on  May  31,  1913. 

The  second  instollmmt,  30  per  cent,  or  $15.00  par  share, 
on  August  30,  1913. 

The  third  installment,  40  per  cent,  or  $20.00  pv  share, 
on  November  29,  1913. 

The  warrants  accompanied  by  payment  in  full  or  of  the 
first  installment,  must  be  returned  to  the  Treasurer  on 
May  31,  1913,  otherwise  the  privilege  will  be  void  and  the 
warrants  of  no  valne. 

Upon  payment  of  the  subscription  there  will  be  ianied: 

When  the  first  installment  only  is  paid,  assignable  re- 
ceipts; which  must  be  surrendered  to  the  Treasurer  upon 
payment  of  the  second  installment. 

When  the  second  installm^it  is  paid,  assignable  receipts 
covering  both  first  and  second  installments ;  which  must 
be  surrendered  to  the  Treasurer  upon  payment  of  the  third 
installment. 

When  payment  in  ftdl  is  made,  or  when  payment  of  the 
third  installment  is  made,  stock  certificates  for  whole 
shares,  which  will  be  mailed  to  the  stockholders  by  regis- 
tered mail 

Fnll-paid  stock  receipts  for  fractions  of  shares  will  be 
issued  which  will  not  carry  any  dividend  or  interest  until 
converted  into  stock.  They  will  be  so  converted  only  when 
the  fractions  surrendered  make  whole  shares,  pro^nded  sueb 
surrender  is  made  on  or  before  January  31,  1914,  after 
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lAieh  date  sueh  fractional  recdpta  not  converted  will  be 
redeemed  in  cash  at  the  rate  of  (50  per  ahare  without 
interest. 

Fractional  recdpts  will  pass  hj  delivery. 

Upon  payment  td  the  third  installment,  there  will  be  issaed 
a  check  for  interest  at  the  rate  of  six  per  caitnm  per 
annum  on  the  first  installment  from  May  30,  1913,  and  on 
the  second  installment  from  Angost  30,  1913,  both  to 
November  29,  1913,  which  will  amount  to  $0.68  per  share. 

The  right  to  receive  stock  shall  not  accme  to  any  stock- 
holder under  this  privilege  unless  the  terms  of  snbscription 
are  fnlly  complied  with  and  payments  made  at  the  dates 
hereinbefore  stated,  and  no  sabscription  or  assignment  of 
the  privilege  will  be  rect^nized  unless  made  on  the  forms 
fanUshed  by  the  Company." 


In  accordance  with  the  foregoing,  stockholdwa  will  be 
^ititled  to  sabscribe  for  additicmal  stock  to  the  extent  of 
one-tenth  of  the  nnmber  of  shares  in  their  names  at  the 
close  of  business.  May  5, 1913. 

For  illustration: 


Holden 

Entitled  to 

SubBoribe 

for 

IwnALuaim  Patablb 

F^ 

of 

Pi^j'meDt 

SlrtMay, 

Both  Aug. 

20tliNoT., 

IBIS 

1913  . 

1913 

IStare.,. 

^ofkihan 

$1-60 

SI  60 

$2.00 

$5.00 

2Shw».. 

Xof»aluM 

3.00 

3.00 

4.00 

10.00 

SShun.. 

ftofaihuc 

4.50 

4.60 

6.00 

15.00 

iVofkBhwc 

S.OO 

e.oo 

8.00 

20.00 

6BhuM.. 

Aofkihan 

7.60 

7.60 

10.00 

25.00 

6Bfau«i.. 

SofkahwS 

9.00 

9,00 

12.00 

30.00 

TBlttna.. 

Sofa8h«i« 

10. « 

10.60 

14.00 

36.00 

SShuM.. 

AofkBbue 

12.00 

12.00 

10.00 

40.00 

S8h»M.. 

JVof»ah>n 

13.60 

13.60 

18.00 

4S.00 

lOSUm.. 

T«hH*.... 

16.00 

16.00 

20.00 

50.00 

Warrants  will  be  mailed  about  May  15th  to  the  addressea 
indicated  on  the  permanent  dividend  mailing  orders  filed 
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in  this  offlee  by  the  stockholders,  nnleas  other  inatmetioiu 
are  recdved  prior  thereta 

Warrants  not  provided  for  as  above  may  be  obtained  at 
this  ofSce  not  later  than  May  31,  1913. 

On  the  back  of  these  warrants  will  be  two  forms : 

The  first,  (he  nibicription,  to  be  signed  by  the  stock- 
bcJdera,  if  they  take  the  stock  themselves. 

The  second,  an  aatignment,  to  be  filled  out  and  sgned 
by  the  stockholders,  if  they  dispose  of  the  privilege. 

Stockholders  who  may  wish  to  snbwribe  for  a  portion 
of  the  stock  covered  by  a'  warrant  and  dispose  of  the 
balance,  or  who  may  w^  to  dispose  of  a  portion  to  one 
person  and  the  balance  to  another,  should  return  their 
warrants  to  this  office  or  the  office  of  the  Company,  85 
Cedar  Street,  New  York,  to  be  exchanged  for  other  war- 
rants,  specifying  the  number  of  warrants  desired  in  ex- 
change and  the  number  of  shares  to  be  covered  by  eadi. 

Fractions  desired  to  complete  full  shares,  or  fraetimu 
which  holders  desire  to  dispose  of,  will  not  be  sold  or  pur- 
chased  by  the  Company. 

The  subscriptions  and  respective  installmmt  payments 
must  be  made  in  accordance  with  the  provisions  of  the  ac- 
tion of  the  Board  of  Directors  as  stated  above. 

Checks  or  drafts  should  be  drawn  in  favor  of  Tk«  Ptnn- 
Bylvania  Railroad  Company  and  for  the  exact  amount  of 
the  payment. 

All  commnnications  in  relation  to  the  foregoing  aboold 
be  addressed  to  the  nndeisigned  at  Philadelphia. 
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UBTINO  REXiDIREMENTS  OF  THE  NEW  YOBK 
ffrOCE  EXCHANGE 

OOBOCITTXE  ON  STOCK  XJ8T 

HEW  YOBK  STOC^  EXCHANGE 


Noemb»r  1, 18K. 

The  Ckpnunittee  will  meet  Mondays  at  3 :15  p.nL 

An  application,  con/ormtng  to  iheie  requirementt,  signed 
by  an  executive  c^cer  of  the  applying  corporation,  voting 
tmBtees,  or  depositary  committees,  and  nine  printed  or 
typewritten  copies  most  be  filed  with  the  Secretary  of  the 
Exchange  at  least  five  days  prior  to  date  set  for  considera- 
tion. 

Applicationa  must  be  accompanied  by  the  reqoired 
papers  and  agreements,  and  by  a  check  for  one  hondred 
dollars  for  ea«h  $1,000,000,  or  portion  thereof,  of  each  class 
of  Becnrity,  or  for  each  10,000  shares,  or  portion  thereof 
of  stock  without  nominal  or  par  value ;  checks  to  be  drawn 
to  the  order  of  "Treasurer,  New  York  Stock  Exchange." 
In  additicn,  companies  TimlHng  application  are  required 
to  pay  cost  of  printing.  Printer's  bill  will  be  submitted 
direcUy  to  the  applicant. 

An  application  for  listing  of  Qovemmental,  State^ 
CoQnty  or  Monicdpsl  secnrities  should  be  signed  by  a 
properly  accredited  official  or  by  financial  representativea. 

SpedUooi  appIieatioDB  famished  on  request. 
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BIQUIKXMXinn  FOB  OKiaHTAL  USIIHO 

stock 


Evei7  applicati<Hi  for  an  original  listing  of  capital  Btodk 
aball  recite: 
A    Title  of  corporation. 

5  (1)  State  authorizing  incorporation;  (2)  (a)  date, 
(b)  duration,  (c)  rights. 

C  (1)  BosinesB;  (2)  special  rights  or  privilega 
granted  directors  by  charter  or  by-laws. 

D  (1)  Whether  capital  stock  is  full  paid;  (2)  ncn- 
asseasable;  and  (3)  liability  attaching  to  shareholders. 

E  (1)  IsBQea  (by  claaaes),  dividend  rate  and  par 
Tahie;  (2)  total  amount  of  each,  authorized  and  issued; 
(3)  increases  and  authority  therefor,  including  (a)  actioo 
by  stockholders,  (6)  by  directors  and  (c)  by  public  au- 
thorities, etc. ;  (4)  amount  unissued,  (a)  options  or  con- 
tracts on  same,  (fc)  specific  reservation  for  conversion. 

F  If  preferred  stock;  (1)  whether  cumulative  or  non- 
cumulative;  (2)  preferences,  including  (a)  voting  power; 
(6)  dividends;  (c)  distribution  of  assets  on  diBsolQtj<m  or 
mu'ger;  (d)  redemption;  (e)  convertibility. 

6  Voting  power  of  obligations  of  debt 

S  (1)  Purpose  of  issue;  (2)  application  of  proceeds; 
(3)  amount  issued  for  securities,  contracts,  property;  de- 
scription and  disposition;  (4)  additional  property  to  be 
acquired,  .with  particulars,  as  required  by  paragraph  if. 

/  (1)  History  of  corporation;  (2)  of  predecessor,  com- 
panics,  or  firms,  with4ocation  and  stock  issues;  (a)  condi- 
tions leading  to  new  organization. 

J  Tabulated  list  of  constituent,  subsidiary,  owned  or 
controlled  companies  showing  (a)  date  of  oi^anisation ; 
(fr)   where  incorporated;   (c)    duration  of  charter;    (d) 
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bnmnen  and  («)  capital  stock  issaes  {t^  claaseB),  par 
value,  amcnnit  anthorized,  iasoed,  owned  by  parent  ctm- 
pany. 

K  (1)  Mortgage,  and  (2)  otber  indelrtedneas,  (a)  date, 
(b)  maturity,  (c)  interest  rate,  (d)  redemption  by  sinking 
fund  or  otherwise,  (e)  amoont  authorized,  and  (/)  amount 
iwoed;  (3)  similar  information  regarding  mortgage  and 
all  indebtednem  of  constituent,  subsidiary,  owned,  or  con- 
trolled  companies. 

L  Other  liabilitiea,  joint  and  sereral,  (1)  guaranties, 
(2)  leases,  (3;  trafBc  agreements,  (4)  trackage  agreements, 
(5)  rentals,  (6)  car  trusts,  etc.,  (7)  similar  description  of 
other  easements;  (8)  terms  of  each,  and  provision  for  pay- 
ment; (9)  similar  information  as  to  constituent,  sabsidiaiy, 
owned  or  controlled  companies. 

M  (1)  Description,  location,  nature  and  acreage  oi 
property,  (a)  owned  in  fee;  {&}  controlled;  (c)  leased; 
(2)  railroads,  mileage  completed,  operated  and  contem- 
plated; (3^  equipment;  (4)  character  of  buildings  and 
construction;  (5)  tabulated  list  of  franchises  showing  (a) 
where  granted,  (b)  date,  (c)  duration,  (d)  purpose;  (6) 
timber,  fuel  or  mining  lands,  water  rights;  (7)  similar 
infonnatioD  as  to  constituent,  sabsidiaiy,  owned  or  con- 
trolled companies. 

JV    Policy  as  to  depreciation. 

0  (1)  Character  and  amount  of  annual  output  for 
preceding  five  years;  (2)  estimated  output  (character  and 
amount)  for  current  year;  (3)  number  of  employees. 

P  (1)  Dividends  paid;  (2)  by  predecessor,  and  con- 
stituent, subsidiary,  owned  or  controlled  companies. 

Q  Financial  statements ;  (1)  earnings  for  preceding  five 
years,  if  available;  (2)  income  account  of  recent  date  for 
at  least  one  year,  if  available;  (3)  balance  sheet  of  same 
date;  (4)  similar  accountings  for  predecessor,  constitaent, 
subsidiary,  owned  or  controlled  companies;  (5)  corpora- 
tions consolidated  within  one  year  previoos  to  date  of  ap- 
plication, income  account  and  balance  sheet  of  all  compa- 
nies merged  and  balance  sheet  of  applying  corporation; 
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(6)  if  in  hands  of  receiver  within  one  yeu  prevjooa  to 
date  of  application,  (a)  inc<Hne  accoont  and  balance  sheet 
of  receiver  at  time  of  discharge,  and  (b)  balance  sheet  of 
company  at  dose  of  receivership. 
B    Agreementa  contained  on  page  5. 

5  Fiscal  year.  , 

T  Names  of  (1)  ofBcen;  (2)  directora  (classified)  with 
addresses;  (3)  transfer  agents  and  (4)  registrars,  with 
addresses. 

17  Xiocation  of  principal  and  other  ofiScea  of  eorporar 
tioD. 

V    Place  and  date  of  unnnyl  meeting. 

In  addition  to  the  above,  applicationa  from  corporaHont 
which  own  or  operate  mines  miut  recite: 

A    Patented  and  onpatented  claims,  by  nnmbera. 

B  (1)  Geological  description  of  country;  (2)  location 
and  description  of  mineral  and  other  lands;  (3)  ore  bodies; 
(4)  average  valne  of  ore;  (5)  character;  and  (6)  method* 
of  treatment. 

C  History  of  workings,  (1)  results  obtained;  (2)  pro- 
doction  each  year. 

■D  (1)  Ore  reserves  compared  with  previous  years 
showing  separately  aa  to  character  and  metal  content;  {2) 
estimate  of  engineer  as  to  probable  life  of  mines;  (3)  prob- 
abilities by  farther  exploration. 

E  (1)  Provisions  for  smelting  and  concentration;  (2) 
cost  of  (a)  mining,  (b)  milling  and  smelting,  (c)  trans- 
portation; and  (3)  proximity  of  prop^ty  to  railway  or 
other  common  carrier. 

F  Properties  in  process  of  development;  income  ac- 
coont if  available,  gnaranties  for  working  capital  and  for 
completion  of  development. 

6  Total  expenditures  for  preceding  five  years  for  ac- 
quisition of  new  property,  development,  proportion 
charged  to  operations  each  year. 
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E  (1)  Poli^  as  to  depletion;  (2)  acquisition  of  new 
property;  (3)  new  eonstraction  and  derelopmetit. 

/  Annual  reports  for  preceding  five  years,  showing 
Qomber  of  tons  of  ore  treated,  average  assay,  yield,  per- 
centage of  extraction,  recovery  per  ton  of  ore. 

In  addition  io  ik*  ahovt,  apflieatitma  from  corporations 
which  own  or  operate  oU  and  gas  weU«  mutt  recite; 

A  (1)  Brief  history  of  oil  field;  (2)  character  and 
gravity  of  oiL 

B  (1)  Total  area  of  oil  land  (developed^  and  nnde- 
vdoped),  (o)  owned,  {h)  leased,  (c)  controlled,  (d) 
proven,  («)  onder  exploitation,  {/)  n^ralties. 

C  (1)  Nomber  of  wells  (oU  or  gas)  on  each  property, 
(a)  in  operation,  (b)  drilling,  (c)  contemplated;  (2)  aver- 
age depth  of  wells  drilled  (a)  shallowest,  (b)  deepest,  (c) 
probable  life;  (3)  whether  oil  sands  are  dipping. 

D  (1)  Qroes  dai^  prodoction — initial  and  presait; 
(2)  annual  gross  production  from  each  property  for  past 
five  years,  if  available;  (3)  estimated  output  for  current 
year. 

E  (1)  Storage,  capacity  and  location ;  (2)  (a)  amount 
of  oil  stored,  (ft)  character,  (c)  value,  (3)  pipe  line,  (a) 
gauge,  (ft)  capacity,  (c)  mileage^ 

F  (1)  Beflneries,  (a)  capacity,  {b)  acreage,  (c)  em- 
ployees, (d)  products  and  by-products. 

Q  Properties  in  process  of  development,  income  account 
if  available,  gnarantiea  for  working  capital  and  for  com- 
pletion of  development 

E  Total  expenditures  for  preceding  five  years  for  ae- 
quisition  of  new  property,  wdl  drilling  and  development, 
proportion  charged  to  operations  each  year. 

/  (1)  Policy  as  to  depletion;  (2)  acquisition;  and  (8) 
development  of  new  properties. 

(Notes  For  reguiremsnis  as  to  votiim  trust  or  stock- 
trust  certifUMtet,  or  certificates  of  deposit,  see  Page  3.) 
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An  ttppUcatioD  for  an  original  listiitg  of  bonds  ihaH 
recite  all  information  reqoired  for  Hating  stock,  and 

A.  (1)  Amount,  denominations  and  nomben;  (2)  foil 
title;  (3)  amount  aatborized  and  outstanding,  aiitb(»ity 
therefor,  including  (a)  action  by  stockholders,  (b)  direet- 
ors,  and  (c)  public  authorities,  etc;  (4)  whether  bonds 
are  coupon  (registerable  as  to  principal)  or  registered, 
interchangeable  or  exchangeable;  (5)  ezcbangeabili^  or 
c<«>vertibiUty  into  other  securities,  and  terms. 

B    Names  and  addresses  of  trustees. 

C  (1)  Date  of  issue  and  maturity;  (2)  interest  rate; 
<3)  plfices  at,  and  dates  for  payment  of  interest  and  prin- 
cipal;  (4)  where  registerable  or  transferable;  (5)  tdnd  and 
standard  of  money,  and  options;  (6)  tax  exemption;  <7) 
whether  redeemable  or  purchasable  in  whole  or  part,  show- 
ing (a)  dates,  (b)  price,  (c)  duration  of  publi^ed  notiesL 

D  Provisions  for  declaration  of  principal  due  and  pay- 
able in  event  of  default  of  payment  of  interest,  or  other 
defaults,  and  waiver;  percentage  of  outstanding  bonds 
ctHitroUing  trustee. 

E  Purpose  of  issue  and  application  of  proceeds,  mmilar 
to  that  called  for  by  Paragraph  H  of  the  Reqairement«  for 
Listing  Stock ;  provisions  as  to  additional  issue. 

F  Disposition  of  bonds  refunded,  redeemed  or  pur- 
chased for  sinking  fund,  and  mortgage  securing  same. 

G  Mortgage  or  indenture  provisions  for  (1)  serial 
issues;  (2)  values  in  United  States  gold  coin;  (3)  issuance 
in  foreign  languages  and  (4)  that  the  English  venion 
governs;  (5)  terms  of  exchangeability  of  bonds  payable  in 
foreign  places  for  bonds  payable  in  United  States  or  vice 
versa. 

H  (1)  Security — Mortgage,  indenture  of  trust,  or  other 
agreement;  and,  (2)  liens;  (a)  properties  covered,  (6) 
mileage  of  railway  lines,  (c)  buildings,  (d)  equipment,  («) 
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secnritieB,  (/)  r^ts,  (y)  privileges;  (K)  titles,  (t)  fran- 
chises, (j)  leases,  etc;  (3)  other  liens  eovering  same  or 
any  part  of  same  properties,  (4)  goaranty  and  tenns. 
/    Abj  nnoBoal  additions  or  limitations. 

BeqniremeitU  for  JAgOng  of  Additional  AmoimU 

For  lirt  of  pkpen  to  bo  funuahed,  bm  page  4. 

Refer  to  prerions  applications  and  last  application  hy 
nnmber  and  date ;  and  recite : 

A  Title  of  corporation  and  name  of  State  authorizing 
incorporation. 

B  (1)  Secnrities  applied  for;  (2)  amoonts  aathorized; 
(3)  aathority  for  issae,  including  (a)  actitm  by  stock- 
holders, {b)  by  directors  and  (c)  hy  public  authorities,  etc 

C  (1)  Purposes  of  iasae;  (2)  application  of  proceeds; 
(3)  amount,  description  and  disposition  of  securities  ex- 
changed  for  new  issaes ;  (4)  additional  property  acquired 
or  to  be  acquired,  with  particulars  as  required  by  para- 
graph M  of  the  Requirements  for  Listing  Stock. 

D  (1)  Dividends;  (2)  also  by  constituent,  subsidiary, 
owned  or  controlled  companies,  since  previous  application. 

E  Changes,  if  any,  in  (1)  charter,  (2)  by-laws,  or  (3) 
capitalization. 

F  Details  as  to  property  acquired  and  property  dis- 
posed of,  since  last  applicaticoi. 

0  (1)  Character  and  amount  of  output  since  last  ap- 
plication; (2)  estimated  output  (character  and  amount) 
for  current  year;  (3)  number  of  employees. 

H  Income  account  and  balance  sheet  of  recent  date, 
also  for  constituent,  subsidiary,  owned,  or  controlled  com- 
panio,  or  a  consolidated  income  account  and  a  consolidated 
balance  sheet. 

1  Names  of  fjfficials,  location  of  ofBces,  place  and  date  oC 
annual  meeting,  fiscal  year,  as  covered  by  Paragraphs  8, 
T,  V,  V,  at  Requirements  for  Listing  Stock. 

(SoU:  "Wfcen  a  corporation,  purposes  io  incrtaaa  iU 
owtkoriged  capital  ttock,  thirty  days'  notice  of  lucli  pro- 
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pottd  tncTAue  fMut  he  offidcOy  given  to  ike  Exekonge,  be- 
fore tudi  incrsaae  may  he  admitted  to  dealingi.") 

(Note:  "When  the  capitai  stock  of  a  a>rporatvm  u  in- 
creased through  conversion  of  convertible  bonds  already 
listed,  the  issuing  corporation  shali  give  immediate  notice 
to  the  Exchange  and  the  Committee  on  Stock  List  may, 
thereupon,  authorize  the  registration  of  suck  ^are$  and 
add  thmt  to  the  list.") 

BflqniranunU  for  UiUng  of  Oertifleatet  of  Depodt,  VoUnff 
Tnut  or  Stock  Tmit  Oertiftoat«a,  Eta 


Every  application  for  the  listing  of  certificates  of  de- 
posit, voting  trust  or  stock  trust  certiflcatea,  etc,  shall 
recite: 

A  (1)  Name  of  applicant;  (2)  amoant  applied  for; 
(3)  additional  amounts  to  be  listed;  (4)  depositary,  (5) 
security  depoeited;   (6)   whether  listed;   (7)   registrar. 


H  (1)  Date  of  agreement;  (2)  names  of  committee,  or 
voting  trustees;  (3)  terms  of  trust;  (4)  powers  and  duties 
of  committee,  trustees,  or  depositary. 

C    Reasons  for  deposit. 

D  (1)  Duration  of  trust  or  deposit;  (2)  extensions  or 
limitations;  (3)  final  date  of  deposits;  (4)  provision  for 
deposits  without  penalty  for  approximately  thirty  days 
after  listing,  or  if  no  time  limit  for  deposit  of  securities 
without  penalty,  is  fixed,  an  agreement  that  approximately 
thirty  days'  notice  of  such  limitation  of  time  shall  be  pub- 
lished and  given  to  the  Stock  Exchange;  (5)  date  of  pre- 
sentation of  plan;  (6)  provisions  for  dissent  and  with- 
drawal; (7)  percentage  necessary  to  adoption;  (8)  pro 
rata  charges;  (9)  provisions  for  return  of  securities  (or 
equivalent) ;  (10)  provision  for  payment  of  interest,  divi- 
dends, etc 
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S  Asreement  to  deUver  definitive  securities  at  tenni- 
nation  of  Voting  Trnst  or  Voting  Tmst  to  be  extoided. 

F    Agreement  to  have  definitive  seemities  listed. 

(Note:  ApplicatioTU  to  lift  voting  inut  or  ttock  truit 
ctrtificatet  and  certificatet  of  depotit  for  securities  not  a 
delivery  on  t\e  Stock  Exchangs,  mutt,  in  addition,  comply 
witk  the  reqwirementt  for  Listing  Stock.) 

Papen  to  be  nied  with  ApplioationB 

In  addition  to  application  for  listing,  the  following 
papers  most  be  filed : 

For  Stocks: 

1.  Ten  copies  of  charter,  with  amendments  to  date,  one 
copy  attested  by  proper  public  anthori^. 

2.  Ten  copies  of  by-laws,  with  amendments  to  date,  one 
copy  attested  by  an  executive  officer  of  corporation. 

3.  Ten  copies  of  leases,  franchises,  easemmts  and  special 
agreements,  one  copy  of  each  attested  by  an  executive  of- 
ficer of  corporation. 

4.  One  copy  of  reoolutions  of  stockholders  and  directors 
and  copy  of  proper  public  authority  authorising  issue, 
each  attested  by  an  executive  officer  of  corporation. 

5.  One  copy  of  resolutions  of  stockholders  or  directors, 
and  copy  of  proper  public  authority,  authorizing  issue  of 
stock  on  conversion  for  other  securities,  attested  by  an 
executive  officer  of  corporation. 

6.  One  copy  of  resolutions  of  stockholders  or  directors 
directing  specific  reservation  of  authorized  stock  for  con- 
version, attested  by  an  executive  officer  of  corporation. 

7.  One  copy  of  resolutions  of  stockbolders,  board  of  di- 
rectors or  executive  committee,  attested  by  an  executive 
(^Bcer  of  corporation,  authorizing,  by  name,  official  to  ap* 
pear  for  listing  securities  (form  may  be  had  on  applica- 
tion). 

8.  Opinion  of  counsel  (not  an  officer  or  director  of  the 
corporation)  as  to  legality  of  (a)  organization,  (b)  author- 
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izatioit,  (c)  isme,  and  (d)  Taliditjr  of  secnritJM.  Tk$  Com- 
mittet  wtK  not  acctpt  fh«  opinion  of  an  officer  or  dirtetor 
of  an  ap^/yinff  corporation  nor  of  a  firm  in  which  tk* 
officer  or  director  it  a  member,  of  countel  on  any  Icffol 
gueMtion  affecting  t\e  corporation;  nor  toiU  it  accept  the 
opinion  of  an  officer  or  director  of  a  guarantor  corporation^ 
nor  of  a  firm  in  vkick  t\e  officer  or  director  it  a  member, 
on  any  legal  quettion  affecting  the  ittuance  of  guaranteed 
tecurUiet. 

9.  Detailed  distribation  of  secorities  and  five  copies 
(fwrn  ma;  be  had  oa  appUc&tioti). 

10.  One  cop7  of  resolation  appointing  transfer  agent 
and  r^istrar,  attested  by  an  executive  officer  of  corporm- 

tiOB. 

11.  Certificate  of  registrar  of  amount  of  Becorities  regis- 
tered at  date  of  application. 

12.  Report  of  qualified  engineer  covering  actual  physieal 
condition  of  property  at  recent  date. 

13.  Hap  of  property  and  contemplated  extensions. 
14  Specimens  of  all  securities  to  be  listed. 

15.  Questionnaire. 

For  Bondi: 

16.  All  papers  required  for  listing  stocks  and  also  ten 
copies  of  the  mortgage  or  indenture,  one  copy  (a)  certified 
to  by  tmstee,  (b)  with  copies  of  all  certificates  of  proper 
receding. 

17.  Trustees'  certificate  required  on  Page  6. 

18.  One  copy  of  resolutions  of  stockholders  or  directors, 
and  copy  of  proper  public  authority,  authorising  issue  of 
stock  on  conversion  of  bonds,  attested  by  an  executive 
officer  of  corporation. 

19.  One  copy  of  resolution  of  stockholders  or  directors 
directing  specific  reservation  of  authorised  stock  for  con- 
version, attested  by  an  executive  officer  of  corporation. 

20  Certificate  of  disposition  of  securities  redeemed  or 
refunded. 
21.  Certfleate  as  to  collateral  deposited. 
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22.  Certified  copy  of  release  or  satisEactioa  of  nnderly- 
ing  mortgages. 

^or  Hecuritiea  of  Reorganiged  CorporatwH: 

1.  All  papen  required  above  for  listing  stoeks  and  bonds. 
Optnion  of  couiuel  ikaU  ttate  that  procetdingi  have  betm 
M  conformity  witk  legal  requirementa,  tliaf  tUle  to  prop- 
erty if  voted  tn  iteto  corporation  and  ia  free  and  dear 
from  aU  tiem  and  incumbrances,  except  as  dittinctly  aped- 
^ed;  and  tdao  aa  to  eqaitiea  of  aecuritiea  of  predtceaaor 
corporation. 

2.  Certified  order  of  coort  confirming  sale  on  foreclosure 
or  other  aathority  for  reorganization. 

3.  Certified  copy  of  plan  of  reoif:anization. 

4.  Inc(Hne  account ;  balance  sheet  at  close  of  receiTerBbip, 
if  available. 

5.  Balance  sheet  at  date  of  organisation. 

For  additional  amounts; 
1.  Nos.  4,  5,  6,  7,  8,  9, 11,  of  papers  required  for  ori^nal 


2.  Nos.  1,  2,  3,  10,  12,  of  said  papers  for  stock,  if  any 
change*  have  occurred  therein  aince  laat  liating. 

3.  Nos.  15, 16, 17,  18, 19,  20,  21,  of  said  papers  for  bonds, 
if  any  ckangea  have  occurred  therein  aince  lait  litHng. 

4.  Certified  copy  of  proper  public  authority  for  increase. 

For  Certifici^ea  of  Depont,  Voting  Trvat,  etc.: 

1.  Papers  requb^  above  for  listing  stocks  or  bonds. 

2.  Certified  copies  of  any  legal  proceedings  and  court 
orders. 

3.  Ten  copies  of  deposit  or  trust  agreement,  one  certified 
to  by  proper  authority. 

4.  Ten  copies  of  circulars,  issued  by  trustees  or  com- 
mittee, one  certified  to  by  proi>er  authority. 

5.  Amounts  deposited. 

6.  Detailed  distiibation  (form  may  be  had  on  applies- 
ticoi). 
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Agroementt 

To  be  made  part  of  all  applications: 

1.  Not  to  dispose  of  its  stock  interest  in  any  cofnatitventt 
subsidiary,  ovned  or  controlled  company,  to  allow  any  of 
said  constitnent,  sabsidiary,  owned  or  controlled  companies 
to  dispose  of  stock  interests  in  other  companies  unless  for 
retirement  and  cancellation,  except  under  existing  author- 
ity or  on  direct  authorization  of  stockholders  of  the  oaok- 
pany  holding  the  said  companies. 

2.  To  publish  at  least  once  in  each  year  and  submit  to 
the  stockholders,  at  least  fifteen  days  in  advance  of  the 
annaal  meeting  of  the  corporation,  a  statement  of  its 
physical  and  financial  condition,  an  income  account  eor- 
ering  the  previous  fiscal  year,  and  a  balance  sheet  show- 
it^;  assets  and  liabilities  at  the  end  of  the  year;  also 
annually  an  income  account  and  balance  sheet  of  aQ  con- 
stitnent,  subsidiary,  owned  or  controlled  companies;  or  a 
consolidated  income  account  and  a  consolidated  balanee 
sheet. 

3.  To  maintain,  in  accordance  with  the  rales  of  the  Stod 
Exchange,  a  transfer  office  or  agency  in  the  Boroo^  of 
Manhattan,  City  of  New  York,  where  all  listed  securitiei 
shall  be  directly  transferable,  and  the  principal  of  all  listed 
securities  with  interest  or  dividends  thereon  shall  be  pay- 
able; also  a  registry  ofRce  in  the  Borough  of  Manhattan, 
City  of  New  York,  other  than  its  transfer  office  <»■  agency 
in  said  city,  where  all  listed  securities  shall  be  registered. 

4.  Not  to  make  any  change  in  listed  securities,  of  a  trans- 
fer agency  or  of  a  registrar  of  its  stock,  or  of  a  trustee 
of  its  bonds  or  other  securities,  without  the  approval  of  the 
Ccnnmittee  on  Stock  List,  and  not  to  select  as  a  trustee  an 
officer  or  director  of  the  company. 

5.  To  notify  the  Stock  Exchange  in  the  event  of  the 
issuance  of  any  rights  or  subscriptions  to  or  allotments 
of  its  secnrities  and  alFord  the  holders  of  listed  securities 
a  proper  period  within  which  to  record  their  interests 
after  authorization,  and  that  all  rights,  subscriptions  or 


>. 
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allotments  shall  be  transferable,  payable  and  deUverable 
in  the  Boron^  of  Manhattan,  City  of  New  York. 

6.  To  notify  the  Stock  Bxdtange  of  the  isBoance  of  ad- 
diticmal  anunmta  of  listed  securities,  and  make  immediate 
application  for  the  listing  thereof. 

7.  To  pabliah  promptly  to  holders  of  bonds  and  stocks 
any  action  in  respect  to  interest  on  bonds,  dividends  on 
shares,  or  allotment  of  rights  for  sabBcription  to  secarities, 
notices  thereof  to  be  sent  to  the  Stock  Exchange,  and  to 
give  to  the  Stock  Exchange  at  least  ten  d^^'  notice  in 
advance  of  the  closing  of  the  transfer  books  or  extensions, 
or  the  taking  of  a  record  of  holders  for  any  purpose. 

8.  To  redeem  preferred  stock  in  accordance  with  the 
requirements  of  the  Stock  Exchsng& 

9.  To  notify  the  Stock  Exchange  if  deposited  collateral 
is  changed  or  removed. 

10.  To  have  on  hand  at  all  times  a  sofflcient  supply  of 
certificates  to  meet  the  demands  for  transfer. 

Tke  Committee  recommendt  a  date  be  fixed  om  record  for 
dividends,  allotment  of  rigKte  and  stockhoJdtrt'  meetingg, 
witJiout  doting  tke  transfer  books. 

Notice  of  rights,  allotments,  sabscription  privileges,  etc, 
to  bondholders  and  shareholders,  should  be  as  of  a  date 
after  aathorization. 

Fotids  for  warrants  may  be  had  w  application. 

Trnsteeg  of  Mortgagsf 

The  C(munittee  recommends  that  a  trust  ennpany  or 
other  financial  corporation  be  appointed  trostee  of  mort- 
gages, indentures,  and  deeds  of  trust;  and  when  a  State 
law  requires  the  appointment  of  an  individual  as  trustee, 
a  trust  company  or  other  financial  corporation  be  appointed 
as  co-trustee. 

Each  mortgage,  indenture,  or  deed  of  tmst  should  be 
represented  by  a  separate  trustee. 

The  Committee  will  not  accept  as  trustee: 

(a)  An  ofBcer  or  director  of  the  issuing  corporatioii; 
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(6)  A  «orporatioii  in  whicb  an  officer  of  the  ianiiiic 
corporation  ia  an  ezecntiTe  officer. 

The  tmstee  shall  present  a  certificate  accepting  the  trust 
and  certifying  (1)  securities  are  issaed  under  the  terms 
of  the  mortgage  or  indentare,  giving  the  nombers  and 
amount  certified;  (2)  collateral  is  deposited;  (3)  dispo- 
wtiou  of  prior  obligations.  For  additional  iasaes  of  btmda, 
the  tmstee  most  certify  that  (1)  increase  is  in  confonnity 
with  terms  of  mortgage  or  indentare;  (2)  additional  col- 
lateral deposited;  and  (4)  disposition  of  prior  obligatioiu. 

The  company  and  trustee  shall  notify  the  Stock  Ex- 
change of  the  holding,  cancellation,  or  retirement  of  sis 
cnrities,  by  redemption,  through  the  operation  of  sinking 
fund  or  otherwise. 

The  tmstee  must  notify  the  Stock  Exchange  if  deposited 
collateral  is  changed  or  removed,  and  furnish  a  list  of 
collateral  substituted. 

A  change  of  tmstee  shall  not  be  made  without  the  ai>- 
proval  of  the  Committee. 

Tranif  er  and  Beglitry 

Every  corporation  whose  securities  are  listed  npon  the 
Stock  Exchange  must,  in  accordance  with  the  rules  of  the 
Exchange,  maintain  (a)  a  transfer  office  and  (b)  a  registry 
office,  both  in  the  Borough  of  Manhattan,  City  of  New 
York.  The  transfer  agency  and  registrar  <hall  not  he 
identiMl,  and  both  must  be  accct>table  to  the  Comoiittee. 
A  company  cannot  act  as  registrar  of  its  own  stock. 

Where  a  stock  iu  transferred  at  the  company's  office, 
the  transfer  agent  or  transfer  clerk  shall  be  appointed  by 
specific  authority  of  the  board  of  directors  to  covmtertign 
certificates,  in  said  capacity,  and  shall  be  other  than  an 
officer  who  is  authorized  to  sign  certificates  of  Htock. 

The  entire  amount  of  the  capital  stock  of  a  corporation 
listed  upon  the  Stock  Exchange  must  he  directly  transfer- 
able  at  the  transfer  office  of  the  corporation  in  the  Borou^ 
of  Manhattan,  City  of  New  York.    ^V^en  a  corporation 
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makes  transfer  of  its  shares  in  otlieT  dtitt.  eertifleatcs  shall 
be  intercliangeable,  and  *<i«nftcal  m  color  and  form,  with 
fke  New  York  Certificate,  except  as  to  names  of  transfer 
agent  and  registrar;  and  the  combined  amounts  of  stocla 
registered  in  all  cities  shall  not  exceed  the  amount  aathor- 
ixed  to  be  listed. 

Interchangeable  certificates  most  bear  a  legend  redting 
the  ri^t  of  transfer  in  New  York  and  other  cities. 

The  r^istrar  most  file  with  the  Secretary  of  the  Stock 
Exchange  an  i^reement  to  comply  with  the  requirements 
in  regard  to  registration  and  not  to  register  any  liited  stock, 
or  any  increase  thereof,  untU  autkoriged  fty  fhe  Committee. 

Certifications  of  registry  most  be  dated  and  signed  by 
an  authorized  otBcer  of  the  registrar. 

A  change  in  the  form  of  a  security,  of  a  transfer  agency, 
or  of  a  registrar,  shall  not  be  made  without  the  approval 
of  the  Committee. 


7onBi  of  Oerttfleates,  Engraving,  Etc. 

General  Requirements 
(See  Spedfie  RequimDcota  bdow.) 

An  securities  for  which  listing  upon  the  Iizchange  is  re. 
quested,  except  as  otherwise  herein  stated  must  be  oi- 
graved  and  printed  in  a  manner  satisfactory  to  the  Com- 
mittee from  at  least  two  steel  plates  by  an  engraving  oom- 
pany  whose  work  the  Committee  is  authorized  by  the 
Governing  Committee  to  pass  upon;  the  name  of  the  en- 
graving company  must  appear  upon  the  face  of  all  securi- 
ties and  also  upon  the  face  of  coupons  and  the  title  panel 
of  each  bond.  Securities  must  bear  a  vignette  upoa  their 
face. 

Said  plates  shall  be:  (1)  A  border  and  tint  plats  from 
which  should  be  made  a  printing  in  edor  underlying  im- 
portant portions  of  the  face  printing;  (2)  A  face  plate 
containing  the  vignettes  and  descriptive  or  promissory 
portitm  of  the  documait,  which  should  be  printed  in  black 
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or  in  black  mixed  with  a  color.  The  combined  effect  of 
the  impression  from  these  plates  must  be  as  effectual  ■»- 
cnrity  as  possible  against  connterfeiting. 

The  printing  of  secoritieB  shoold  be  in  distinctive  oolora, 
to  make  classee  and  denominations  readily  distingniahablfl^ 

All  certificates,  except  as  otherwise  stated  herein,  must 
provide  for  transfer  and  for  registration  irith  dates ;  when 
a  corporation  makes  transfers  of  its  shares  in  other  citiea, 
certificates  shall  be  identical  in  color  and  form,  with  the 
New  York  certificates,  except  as  to  names  of  traiufer  agent 
and  r^istrar;  interchangeable  certificates  must  bear  a 
legend  reciting  the  right  of  transfer  in  New  York  and 
other  cities. 

The  Committee  recommends  t)uit  t\e  text  of  tecuritiv 
ikaU  provide  for  traiu/er,  in  perton  or  by  duly  imthoriMed 
attorney,  upon  turrejider  of  the  security  properly  endoritd, 

A  change  in  the  form  of  a  aecnrity,  transfer  agenej, 
registrar,  or  trustee  of  bonds,  shall  not  be  made  withoat 
the  approval  of  the  Committee. 

The  Committee  will  object  to  any  aecurity  upon  which 
an  impress  is  made  by  a  hand  stamp,  except  for  a  date  or 
power  of  substitution. 

Bonds 


All  bonds  mnst  be  folly  engraved  and  printed  in  a  man- 
ner satisfactory  to  the  Ckimmittee;  face  of  bonds  and 
coupons  most  bear  a  vignette. 

The  text  of  bonds  should  recite  conditions  of  issoance, 
terms  of  redemption,  by  sinking  fond  or  otherwise,  con- 
vertibility, default,  interchangeability  or  exchangeability  of 
conpon  and  registered  bonds,  and  conversion  into  <rthflr 
securities. 

Bonds,  in  the  text  and  on  the  reverse  most  recite  pay- 
ment of  principal  and  interest  and  transfer  and  registration 
in  the  Boroogh  of  Manhattan,  City  of  New  York.  Conpona 
must  recite  payment  of  interest  in  the  Borough  of  Man- 
hattan, City  of  New  York. 
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Regifltea^  bonda  must  cany  a  power  of  amgnmeDt  in 
niclt  f onn  u  the  Cominittee  ma^  approve. 

The  Committee  recommend!  tluU  regittered  bond*  be 
VMd€  interi^uingeable  ufitJi  coupon  honda. 

Registered  bcnids  uiterchangeable  with  coopon  bonds  and 
coupon  bonds  exchangeable  for  fully  registered  bonds  shall 
bear  a  legend  reciting  the  fad 

Conpon  bonds  issaed  in  denominations  of  len  than  $1,000 
shoold  provide  for  ezchBngeabiIit7  into  conpon  bonds  of 
(1,000,  the  smaller  bonds  to  bear  a  legatd  reciting  such 
privilege. 

Registered  bonds  made  socb  by  detaching  coupon  sheet* 
are  not  eligible  for  listing. 

Forms  of  Legendt  for  Bondi: 

For  a  coupon  bond  of  a  thousand  dollars  exchangeable  for 

coupon  bonds  of  smaller  denominations: 

"The  holder  of  this  bond  may,  at  Ms  option,  on  sor- 

render  and  cancellation  and  on  payment  of  charges,  as 

provided  in  the  indentnre,  receive  in  exchange  conpon 

bonds  of  this  issne  for  an  amount  ae^cregating  $1,000  in 

denominations  of  $ of  numbers  not  contcm- 

poraneonaly  outstanding." 

For  coupcoi  bonds  of  smaller  denominations  exchangeable 
for  a  $500  or  a  $1,000  coupon  bond: 
"The  holder  of  this  bond  may,  at  his  option,  on  sur- 
render and  cancellaticm  of  this  bond  and  others  of  the 
same  issne  aggn^ting  $500  or  $1,000  and  on  payment 
of  charges,  as  provided  in  the  indenture,  receive  in  ex- 
change a  conpon  bond  of  this  issue  of  a  number  not  con- 
temporaneously outstanding,  for  the  amount  aggre- 
gated." 

For  registered  bond(s)  issued  for  coupon  bond(B}  of  de- 
nomination(B)  of  lees  than  $1,000: 
"This  bond  is  issued  in  exdiange  tat  oouptm  bo>id(s) 
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of  this  isRDe  numbered  in  doiominAtionB  of 

$ not  contemporaneoaaly  oatstonding,  a^rs- 

gsting  the  face  valae  hereof  and  conpOB  bond(8)  of  thn 
issae  bearing  the  said  niimber(8)  and  of  the  same  do- 
nomination(B)  will  be  issued  in  exchange  for  thtB  bond 
apon  sorrender,  cancellation  and  paTmoit  of  ehargei 
provided  in  the  indestore." 

For  registered  bond(B)  isnaed  for  (1,000  conpon  b(md(a)  : 
"This  bond  is  isEmed  in  exchange  for  ccmpon  boiid(a) 

of  this  issue  numbered for  (1,000  (each),  not 

contemporaneously  outstanding,  and  coupon  bond(s)  of 
this  issue  bearing  the  said  niimber(s)  will  be  jnned  in 
exchange  for  this  bond  npon  surroider,  cancellation  and 
payment  of  charges  provided  in  the  indenture." 

Stock 


The  border  and  tint  plate  for  one-hundred  share  eertifl. 
cates  of  stock  shall  have  said  denomiitation  engraved 
thereon  in  words  and  figures;  the  plates  for  smaller 
amounts  shall  bear  some  engraved  device  whereby  the  ex- 
act denomination  of  the  certificate  may  be  distinctly  desig- 
nated by  perforation;  also  conspicuously  upon  the  face 
"Certificate  for  less  than  one  hundred  shares." 

Certificates  for  every  class  of  stock  shall  recite  pref* 
erences  of  all  classes. 

Certiticatea  of  stock  should  recite  (1)  ownership;  (2) 
par  value;  (3)  whether  shares  are  full  paid  and  (4)  ntm- 
assessable;  (5)  preference  as  to  dividends;  (6)  distribution 
of  assets  upon  dissolution  or  merger;  (7)  terms  of  redemp- 
tion; (8)  convertibility;  (9)  voting  power,  or  (10)  other 
privil^e;  and  (11)  must  bear  the  following  legend: 

This  certificate  is  not  valid  until  countersigned  by  the 
transfer  agent,  and  registered  by  the  registrar. 

The  following  form  is  required  npon  the  reverBe  of  A 
cotiflcate  of  stock: 
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For  viloe  received hereby  §eO,  Bflcdga  sod 

tnuufer  unto g-g-  S  & j.S 

PaJ^f? 

eharae  »  o-,  g  Bg  g: 

ot  the  *oamUl  stock  repreeottod  by  the  withio  cet^  3.''^"  S  - 
tifioato  Aod  do  hereby  irrevocftbly  coustitute  utd  •  3  ^*S,i  ".j 

TTT .tlon,.!j8^!!f!|| 

to  tnuufo'  the  aaid  stock  on  the  books  <d  the  within  g  S.  ^  S-fi 
n&med  company  with  full  power  of  substitution  in  %^%  *  & 
the  premisee.  ~'~  c  1;  ^  S  § 

Dated 19....  8^8  =  11 

,  bsMI 

In  preeenoe  of  ^  ^  5'  9  a.|- 

*  On  oertificateB  without  nominal  or  par  value,  the  word  "  capital " 
may  be  omitted. 

C^ificatea  of  Depotit,  VoHng  Trust  Certificates,  etc. 

In  addition  to  the  General  BeqniremcntB  above  ontlined, 
certificates  of  deposit  and  voting  trruit  certificates  mnst 
conform  in  every  particnlar  to  the  Specific  Reqnirementa 
as  to  stock  certificates,  except  that  the  descriptive  portion 
of  a  certificate  of  deposit  may  be  typed,  satisfactorily  to 
the  CcHnmittee. 

Temporary  Securities  or  Subscription  Receipts 

Temporary  secniities  or  sabscription  receipts  must  con- 

fcom  to  the  Gkneral  Requirements  above  outlined  and  to 

the  Specific  Requirements  as  to  stock  certificates,  except 

that  the  text  may  be  typed  satisfactorily  to  the  Committee. 

Ramorali  or  8iupfloai<nu  in  Dealingi  ti  listed  SeeorttlM 

Whenever  it  shall  appear  that  the  ontstanding  amount 
of  any  secnrity  listed  upon  ihe  Stock  Exchange  has  be- 
come BO  reduced  as  to  inake  inadvijable  farther  dealings 
therdn,  the  Committee  may  direct  that  sach  security  be 
removed  from  the  list  and  farther  dealings  therun  pro- 
hibited. 
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"The  OoTComing  Committee  may  Biupflnd  d«aUngR  in 
the  secoritieB  of  any  corporation  prerioiuly  admitted  to 
quotation  upon  the  Exchange,  or  it  may  raimnarily  remove 
any  secorities  from  the  list" 


Seerdary. 
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8AUFLB  OF  A  CORPORATION'S  REPORT  AS  IS8CED  BT 
THE  COMMITTEE  ON  STOCK  LIST  OF  THE  Ni:W  YORK 
STOCK  EXCHANGE. 


CoKKiTTSB  OK  Stocx  Ldtt,  Nzw  Yosk  &mcE.  ExcBAMm 

STANDARD  OIL  COMPANY 
(OrgBoiaed  under  the  laws  of  New  Jene^) 

COMKON  BTCXTX 

New  York,  December  90,  lOtO. 

Standard  (Ml  Company,  herdnaftcr  ntemd  to  oa  tbe  "  Com- 
pany," benby  makxe  ^i^oatkm  to  have  tigted  on  the  New  Yoifc 
Stodc  Exdiange  198,338,300  ot  Omimon  Sock  {oi  an  anthnised 
issue  of  One  Hundred  Ten  MflluMi  Dollars),  otmsistuig  ot 
3,933,532  aharee  of  the  par  -value  of  Twenty-five  Dorata  per 
share,  on  official  notioe  of  issuanoe  in  exe^iange  for  outstaading 
aharea  of  ConuntKi  Stock  ot  the  par  value  ot  One  Hundred  DoUata 
each,_a8  beronafter  recited,  with  authority'  to  add  $11,661,700 
additJonal  of  nid  Common  Stock  on  officia]  notioe  of  issuance 
and  payment  in  full,  making  the  total  amount  applied  for 
$110,000,000. 

AD  of  said  stock  will  be,  irtien  issued,  full-^iaid  and  iiiiii  smiiiii 
ble,  and  no  personal  Uabilify  wiQ  attach  to  the  bolden  thereof. 

The  stock  api^ed  for  is  to  be  issued  pursuant  to  reeolutaoos  of 
the  Board  of  Directors  dated  November  24, 1920,  reading  as  f (dlows: 

"WBnwAB,  the  Board  of  Directors  <d  this  eoipoiation,  undar  and 
in  punuanoe  of  the  proviaiDDa  of  an  Aet  of  the  Legidatuie  tf  the  State 
of  New  Jen^  oititled  '  Axi  Act  eonoenuna  the  ecoporatiuts  of  tUs 
State  aad  the  participation  of  their  empIoy«es  koA  thooe  aetire^ 
cogaged  in  the  oooduct  of  their  buaiDeaB  in  their  stock,  profits,  wdfsre 
inn  <a  management,  Mprored  April  IS,  1920,  haa  formulated  a  plan 
for  the  tasue  and  aale  ot  atodc  of  the  eorpoTation  to  IVusteca  on  behalf 
of  Us  employees  and  those  actively  fngaged  in  the  owiduet  of  its 
■^   -■      (,  as  toUowa: 
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STANDARD  OIL  COMPANY 


STOCK  ACQUISITION  PLAN  PURPOSBS 

panyuidtl ._  — =-= - — 

■tookbolden  tbemn  gn  favorable  tarma,  and  to  aairt  (uch  Emploja^ 
in  paying  for  their  stock.  Included  in  the  Plan  are  the  Employees 
of  the  Company's  aubmliariei  and  tboeo  actively  engaged  in  the  eon- 
duct  of  the  DUBmeea  of  aucb  Ribaidiariee. 

TERM  OP  THE  PLAN 

Tlw  Plan  flhall  be  in  ojMntion  during  the  tenn  ct  £▼•  jean  from 
Deoember  30,  1920,  unleei  Mioner  t«niunated  in  the  maaiur  her^n- 
after  provided. 

THE   FUND 

The  puipotM  of  the  Plan  ihall  be  effectuatMl  thnni^  the  aitabliab* 
mmt  and  ojMntioD  of  a  Fund,  to  be  constituted  by  Joint  depoaita  by 
the  Employee!,  the  Company  and  its  aubeidiariea,  aa  hereinafter  pro- 
vided. To  Ncb  depoaita  ahall  be  added  whatever  intenat  ia  earned 
by  the  Fund  and  wfaatevw  dividends  are  received  from  stooka  held 

THE  TRUSTEES 

Tlie  Fund  ihall  be  administered  by  three  TruatMi,  to  be  appointed 
W  the  Board  of  Dirnctora,  which  Board  ahall  at  all  timee  hare  power 
of  removal  and  Rubntitution. 

Said  Tnutccs  m&y  adopt  and  from  time  to  time  alter  and  amend 
niiee  and  regulations  for  the  canyinc  into  execution  of  this  Plan,  and 
their  decision  shall  be  final  as  to  all  questions  of  interpretation  and 
applications  of  the  Ilan,  accoimting  values,  interest  and  withdrawal 
accruals  and  as  to  all  other  matters  arisinK  in  the  administratkm  of 
the  Plan. 

ELIGIBILITV 

The  term  'Employee,'  as  used  herein,  means  any  penon  who  on 
"  '"  —  the  30th  day  of  December  in  any  year  durin( 


employ 
actively 


of  the  Plan,  has  betm  in  the  rvfular  and  continuous 

of  the  Company,  or  of  any  of  its  BubndiarieB,  or  who  haa  been 

ly  engaged  in  the  conduct  of  its  or  their  busiiieM  for  the  term 


,e  year  or  more,  and  includes  officers  and  directors.     AU  Eniployees, 
aa  thus  dehnod,  ahall  be  eligible  to  aharc  in  the  benefita  of  the  Plan. 


CORPOBATION-S  LISTING  REPORT 


PAKTICIPATION  BY  THE  EMFIOYEE 

Any  E^nploTW  may  beootne  a  putieqHuit  in  the  Fund  by  mftldng 
dBpontfl  tlicnan  in  tl^  foDowiog  nuuuut: 

&e  Bh&U  autboTue  tbe  Compwiy,  at  the  subsidiuy  by  vrtkom  be  is 
coqtloyed,  to  doduet  from  the  unount  due  him  u  current  nnrnpcmm 
tion  (or  awiceB  on  each  p^  day,  wbetbcr  moathly  or  otherwiM,  & 
■um  not  in  exeen  of  tmnty  p«t  c«nt  thereof,  and  to  pay  the  same 
over  to  the  Ibiateea,  to  be  pUoed  in  tlw  FUnd  to  hia  credit;  irtiicb 
dedootioa  and  pigment  over  ah^  thereupon  be  made. 


THE  OOMPANY'S  DEPOSITS 

CukeniKntly  wiUi  the  making  of  anv  such  depodt  by  ot  wi  bdtalf 
of  an  Enqikiyee,  the  Company,  or  the  nibaidiary  by  whom  he  ia 
employed,  ahaJL  out  of  ite  own  moneys,  pav  into  the  Fund  to  the 
fuT&w  endit  of  such  Employee,  a  sum  equal  to  fif^  per  oent  of  hia 
dqpoait. 

INTESTMBafT  OF  FUND 

So  far  aa  piaetJMble,  the  Trustee  shall,  from  time  to  time,  wply 
the  moD^a  moaining  in  tbe  Fund  to  the  purchase  fn>m  the  Com- 
pany  of  tta  oommoo  capital  stock  at  a  price  to  be  fi^)d  as  hereinafter 
provided. 

PRICE  OF  STOCK 

Hie  imoe  at  iriuch  the  Timteea  may  from  time  to  lame  purchaae 
Btoc^  fnmi  the  Conqiaur,  for  the  puipoees  of  the  Fund,  shall  be  fixed 
by  the  Directors  aa  of  January  lat  in  each  ye»r.  Such  price  shall  not 
be  above  nor  more  than  ten  per  cent  below  the  average  market  price 
of  the  stock  for  the  previous  three  months.  The  prioe  so  fixed  ehall 
■nwn  as  to  all  such  pnrchasoa  during  the  year,  novided,  however, 
VbtA  in  no  case  shall  the  prioe  be  fixed  below  the  par  value  cj  the  stock. 


TITLE  TO  STOCK  PDRCHASED 

The  stock  BO  purdiased  shall  be  issued  in  tbe  name  <rf  the 'nuBteeai, 
who  shall  hold  title  to  the  same  and  shall  poeaees  all  voting  and  other 
rights  pertaining  thereto.  Said  stock  shall  be  apportioned  to  the 
dnxMibng  EmpEnreea  in  j^oportion  to  their  d^owta  and  shall  be 
«iMred  in  their  dqxMtt  aooousts  with  the  Trustees.  However,  the 
ririits  of  Eittiloyeea  in  the  nid  atodc  and  Um  nid  caah  dnioaite  ahaU 
be  oolr  M  hr-^-"-  ■■--' — •  ^^ 
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WITHDRAWAL 


(k)  An  Stafdorn  who  nmains  in  tba  Mrvim  of  the  Coaaaaj,  or 
of  aay  of  ita  MuidiariaL  nay,  it  ha  ao  alaeU.  wHbdtmw  boa  Um 
Fund  at  Bmy  time,  ud  Uftll  tbefeupon  be  entitled  to  reeeire  bkos 
bom  the  TraetBM  the  amount  <<  moncr  dmoatted  try  him  in  thk 
FOnd,  with  intcnat  Kt  the  nta  <rf  bx  per  cent  per  annum,  or,  at  tbs 
option  of  the  TVuetees,  the  equinlmt  thereof  m  the  eommon  etock 
m  the  Con^ianT,  to  be  reckoned  at  the  avenn  ooat  of  audi  itoek  to 
the  Truateee.  Sadi  witbdnwing  Enqiloyee  uiall  not  be  eli^Ua  to 
^gidn  partioipftte  in  the  Fond  for  the  period  of  one  jmr. 

(b]  An  Enmloyee  wlw  leavea  the  aerrioe  of  the  Company,  tv  at 


any  <J  tti  lubaidbariea,  vohmtarily,  or  is  discharged  for  good  oaiue 
(^  irtiich  the  Tnwteea  dull  be  the  sole  iudges),  sball  thereupon  eeaan 
to  Im  a  paittobant  in  the  Fund,  and  bis  aeoount  shall  be  closed  br 


to  be  a  paittc^wnt 
returning  to  bim  ** 


knt  in  the  Fund,  and  bis  aeoount  shall  be  closed  br 

. 1  the  amount  he  has  departed   in  the  FHind,  with 

mtereat  at  the  rate  of  six  per  ecot  per  annum,  or,  at  theoptionof  Uw 
in  the  e 


l^nistees,  by  assigning  to  ^m  the  equivalent  thereof  in  the  common 
■took  of  the  Conqwny  to  be  leekooed  at  the  avecage  oost  thereof  to 
the  IVustees. 

(c)  An  Empk^ree  nito  is  letiied  under  the  Company'!  Annni^ 
Flsn,  or  who  quiU  the  scrviee  ti  the  Conmany,  or  of  any  of  its  s«^ 
ndiaiiea,  on  aooount  of  total  diaahili^.  or  lor  other  sstisfsnhsj  cause 
(of  which  the  Truetem  dull  be  the  soM  Judgea)  or  who  is  disehatged 
for  no  fault  of  his  own  dtall  teoeive  the  full  amount  of  stock  tiad  far 


all  thereupon  cease  to  be  a  participant  in  the  Fund. 

(d)  In  case  of  the  death  of  a  putidpatin^  Employee  while  in  the 

rrioe  of  the  Company,  or  of  any  of  ita  subeidianes,  tlte  fuD  amount 


GENERAL  PROVISIONS 

On  withdrawal  or  on  the  termination  of  the  nan.  aaj  i . „ 

to  the  credit  of  a  depositing  Employee  lees  than  the  ralue  of  a  share 
of  stock  shall  be  pauf  in  m^. 

All  atoek  and  /  or  moneyB  aocniing  from  the  withdrawal  of  partiei* 
pants  in  the  Fund  shall  enuie  to  the  benefit  of  the  parUeipaBta 
remaining  at  the  termination  of  the  Flan  and  diall  thereupon  be 
cndited  proportionately  to  their  reapeottve  aeeounts. 

The  interest  of  an  Employee  in  the  Fund  shall  be  ewaidered  and 
treated  as  personal  and  snail  not  be  subject  to  assigiunent  or  toanrfer; 
nor  shaU  any  other  peraon  acquire  any  right  therein  or  thereto. 

Psvment  in  aooordsnoe  with  the  terms  of  this  Flan  on  the  dMth 
or  withdrawal  of  an  Empbyee,  or  on  the  termination  of  the  Plan, 
ritaU  be  in  fun  Mtisfaetion  of  all  olaima  ap^Mst  the  FUnd  and  the 
Tnntess  and  a^inst  the  Company  under  this  Han. 
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TIME  OF  DELtVBfiT  OF  STOCK 


of  11m  ^Ma;  but  on  sueb  tamiiuttioii,  tho  Fund  AtU  fortlnritli  b« 
liqnidatod  bjr  the  dktribation  of  all  tbe  ntoA  and  ouh  Hieniii  to  *iid 
"~— nt  the  thco  pftrtieipanta  u  Uuir  nqwottve  intcnst  lOfty  apptmx. 


,_, _  _grt»n») 

until  the  now  tbiU  hvn  bocn  ntified  tnd  adopted  liy  uw  diwctow 
■nd  staxAiKildcn  of  meb  mbn^axj  in  ft  mnnnec  trntiraxboty  to  tlM 
Tni>tM>. 

AMENDMENT  OR  ABOLITION  OF  PLAN 

TUb  Fbn  m^  be  realled,  abdUwd,  leviaod.  mmmded,  attend 
or  dunged  in  tb  manner  pronded  by  UK  Act  of  Uw  LcgUktura  of 
the  Sl*t«  of  N<nr  Jeney  oitrtJed  '  An  Act  eonocnins  the  eorpoimtiMia 
of  thk  State  and  the  participatioD  of  their  cmpbyeee  and  tboM 

aativdy  euaced  in  the  conduct  of  their  buaineai  in  their  sto«' "'- 

welfare  wdtk  or  mauagenMot,'  wpiored  April  IS,  1920. 


ivtfy  euaged  in  the  conduct  of  their  buaineai  in  their  sto«k,  profits, 

_Ifare  wdtk  or  mauageneDt,'  wpiored  April  IS,  1920. 

Am  WBBRUS,  the  autbotued  common  stook  of  Standard  Oil  Com- 

paoy  ia  ooe  mi|li(ai  (1,000^000)  iharee,  <it  the  par  value  of  One  Hundied 

IMbn  ($100)  eadi,  irimof  onlvnine hundred eich^-tiuM  tbouaand 

three  hnndrea  eii^y-three  (983,383]  ahana  have  beoi  iaaued,  feaving 


d  flii^y-three  (983,383)  ahana  have  beoi  iaaued,  feaving 

. fti"l  aix  hundred  aeventeen  (16,617)  iharee  uninued;  and 

Whisbas,  it  is  propoaed  to  increase  the  authorised  common  s 


ct  the  Campva  to  One  Handled  Ten  MiOkm  DoUan  (SllO.OOO.OOO) 
par  valne  and  to  duuuK  the  par  value  of  the  diarea  of  such  common 
stoc^  to  Twenty-five  Dollan  (S2S)  per  share,  making  the  authorised 


oommon  atodc  of  ttie  Onupsny  Fbur  million  four  hundred  thousand 
(^400,000)  stMiea  of  the  par  vahie  of  Twen^-five  Dollars  ($25)  each, 
imn  ace  only  Three  million  nine  hundred  thirty^three  thousand  five 
hundred  tt^ty-two  (3,933,632)  sharea  wiD  tfaui  be  imued  and  oot- 
"        hundnd  r' "^ '   '    "  "^  - '    ' 


standing  leaving  Fvar  hundnd  sixty-six  thoueand  four  hundred 
siK^-eiiPtt  CM6,<(68)  eharea  imiseiiod  and  availahle  for  use  under 
BUtdiFlan: 

Thkbkiobx,  be  it  Rbsolvkd 

(1)  That,  in  the  mnnion  of  the  Board  of  IXreoton  of  Standard  Oil 

Dnmaar,  the  ad(q)tion  of  the  fOT»fDini  plan  is  adviaaUe. 

m  That  the  Board  of  Direetois  of  Standard  Oil  Cot^any  deema 
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(ft)  To  menus  the  cmpiul  itodc  ol  tlw  . 
-_    j^  MitlioriMd  eamman  atoc^  from 


mimon   Dolhn   (S100,000,000]   pu  vwlaa  to  One 
tan  miDun  Dolhn  (S110,0(X)lOOO)  nw  nOne; 
(b)  To  chance  Um  par  Talue  of  the  ihuea  of  the 


euital  I 
»iOO)_p. 


_^-^^ I  tiw  etapontioB  faom  One  faomdrad  Didlan 

(SlOO)  per  ihue  to  Tw<nty<frr«  DoQara  (S25)  par  dnn; 

(e)  To  the  foreBomK  emk,  to  uDeod  Aitide  Fourth  at  the 
ttmmntim's  Amended  CeitiSckte  of  Ineoipontiao  tonad 
Mfolkiin: 

'  Fourth:  The  total  auUiorued  c^tal  stook  of  the  eo^ 
pontioa  ta  Three  hundred  ten  million  DoQers  ($310,000,000), 
of  irtiioh  Two  hundred  million  EtoUan  93O0,«Xi,00O}, 
divided  into  two  millioii  sheree  of  the  par  valae  of  One 
bondred  DoDan  (tlOO)  ea%  dtall  be  prefened  stock  aod 
One  hundred  ten  millioB  Dollars  (SI  10,000,000),  divid«d 
into  four  milUcn  four  hundrvd  thfriMnd  sharaa,  of  the  par 
value  of  Twenty-five  ($26)  each,  ahall  be  eonuDon  stodc.  Ftam 
time  to  time  either  cum  ta  etoek  may  be  intreaBed  or  deereaaed 
or  one  or  more  additional  daeeea  of  stock  majr  be  enat«d 
with  lucb  preferential,  mectal  or  cptalified  ridila  «■  mar  be 
determined  by  the  Board  of  Direoon  and  the  etoekhoMen 
having  voting  ri^te,  to  the  extent  and  in  the  manner  permitted 
by  the  General  Corporation  Act  of  the  Stato  of  New  jeieqy; 
provided,  however,  that  any  additional  claae  of  stock  ao 
creab<d  shall  be  subordinate  to  the  preferred  stock  now 
authorised  in  respect  of  payments  of  dividends  and  of  pajr- 
menU  on  liquidation  or  dieaohition. 

The  bolderB  of  the  preferred  stock  shall  be  entitled  to 
recdve,  when  and  as  declared  by  the  Board  o(  Directors, 
dividends  from  the  surplus  or  net  profits  of  the  oorpoiatioa 
at  tiie  rnt«  of  seven  per  centum  per  annum,  and  no  more, 
payable  quarterly  on  datee  to  be  fixed  by  the  by-laws  of  the 
eoTporalion  or  by  resolution  of  the  Board  of  Directois. 
Dividends  on  the  preferred  stock  shall  be  oumulative,  and  shall 
be  paid  or  set  apart  for  payment  before  any  dividend  on  any 
stock  of  the  corporiLtion  snail  be  paid  or  set  apart:  so  that, 
if  in  any  quarterly  dividend  perii>d,  dividends  at  tne  rato  of 
seven  per  centum  per  annum  eball  not  have  been  paid  upa 


mat  per  centum  per  annum  ebau  not  have  been  paid  upon 
r  set  apart  for  tne  preferred  stock,  the  deficiency  shall  be 
""  ~aid  or  set  apart  for  payment  before  any   dividend 
9  paid  upon  or  set  apart  for  any  other  stock  of  the 
joration. 

iVhenever  full  oumulative  dividoids  on  the  prttfared 
stock  for  all  previous  years  shall  have  been  declared  and 
shall  have  become  payable,  and  the  accrued  quart«rly  instaD- 
menta  for  the  current  year  shall  have  been  declared,  and  the 
corporation  shall  have  paid  such  cumulative  diviaends  for 


fully  paid 
shall  be  p 

"""WhS 
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stock  of  the  ixxpanti<m  pKy&ble  then  or  thflraft«r,  out  of 
tlu  teoaaining  mirptus  or  nst  profits. 

In  Iba  erent  of  any  liqaidktion  or  iliiniliiliiiii  of  the  oorporai- 
tion,  wbetbet  vohmtaiy  or  invohutuy,  the  boldcn  of  the 
prefvred  itook  dull  be  entitled  to  be  pud  in  full,  both  the 
per  emoont  of  tbnr  Bberea  end  the  dnidenda  Moomulated 
and  unp«id  thereon,  before  «njr  uoount  shell  be  paid  to  the 


hoUen  of  eny  other  atook.  tnit  Bbdl  not  be  cotitl* 
further  io  tlw  eaaets  of  t^  eorpomtion  or  ttie  prDoeeda  of 
liqoidntion.  After  the  pevment  to  the  holders  of  the  pi«- 
fcrred  atook  of  tta  par  vahie  and  the  unpaid  accrued  dm- 
denda  thereon,  the  remaining  aaaeta  and  funds  of  the  ocnpora- 
tion  ahall  be  diatiibuted  and  pud  to  the  holden  of  the  oommon 
fa  other  atook  aooordios  to  tjMr  reapeetire  rigbte. 

Tlte  holden  of  preferred  ato*^  ahall  not  be  entitled  to 
nceiTe  any  dividend  or  ahare  of  profits  beyond  the  aerea 
per  eentimi  aforeeaid,  whether  payable  in  cadi,  atock  or 
property;  nor  ahall  they  have  anjr  pre-aiq>tiTe  right  to 
subeeribe  fta  any  new  iaaue  of  stock  of  any  claaa  now  or  her^ 
after  authorised  or  iasued. 

The  holders  of  prefened  atock  ahall  have  no  voting  powers 
whataoever,  nor  snail  they  be  entitled  to  notice  of  any  meeting 
of  stockholdeia  of  the  oorpoiation. 

The  pi  '  - "•   ^    ■ -'■- 

redemptii 
poration, 
on  any  i 

each  shai —  — — 

fifteen  p^  centum  U15%)  of  the  par  amount  thereof  and 
in  addition  thereto  of  all  dividends  accumulated  and  unpaid 
thereon.  Not  kea  than  thirty  days'  nor  more  than  aix^ 
daya'  previous  noticb  of  such  redraoption  ahall  be  jpvcn  in 
■uoh  f^f""  and  form  aa  mav  be  prewribed  by  the  Board  of 
Directors.    From  and  after  tne  date  fixed  b  any  such  notiee 


aa  the  date  of  redemption  (unless  default  be  made  by  the 
oorporation  in  the  payment  of  the  redemption  price  pur- 
auant  to  auch  notice)  all  dividends  on  the  preferred  slock 
shall  cease  to  accrue,  and  all  riehla  of  the  holders  of  record 
thereof  as  atockhotders  of  the  oorporation,  except  the  rigfat 
to  receive  the  redemption  price,  ehaU  ceoae  and  determine? 

(3)  Tliat  so  much  of  the  said  unissued  eommon  stock  and  of  any 
additions  thereto  throu^  the  proposed  increase  of  stock  or  division 
f)t  shares  as  may  be  neoesaarr  to  effectuate  said  Plan,  be  iaaued  and 
sold  to  the  Trustees  provided  for  in  the  Ptaa,  in  the  manner,  tqxm 
the  temw  and  for  Uie  purpoeee  therein  defined. 

Said  reeolutionB  were  adopted  at  a  meetiiu  of  stockholders  hcM 
en  December  20,  1920,  and  amended  certi&ate  ot  iDcorpoiBtkm 
WM  filed  the  same  day  In' the  office  of  the  Secretary  ot  State  of 
New  Jerwy,  at  Troiton,  N.  J. 

Subsequent  to  the  stockbolden'  meetiog  of  December  20,  1920, 
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the  Board  of  Direotora,  bv  resolution  om  the  same  date,  immded 
for  the  exchange  of  four  aharea  of  Common  Btatk  ol  the  par  value 
of  Twenty-five  Ddlars  each  for  each  share  of  Common  Stock  of 
the  par  value  of  One'  Hundred  Dollars  outetanding,  and  the 
ianiance  ot  Sil,60I,700  of  Common  Stock  <^  the  par  value  at 
Twent7-^ve  Dbllare  per  share,  as  follows: 

I  be  and  they  boreby 

One  hundred  Dollar  shares  of  ComiDon  Stook  and  to  n ,_ 

therefor  the  same  number  of  doUais  par  vahw  in  eommon  shares  of 
the  par  vahn  of  Tweaty-£ve  DoUais  each: 

"  (2)  RESOLVED,  that  the  propw  oSoets  be  and  they  hsnby  are 
authoriMd  &om  time  to  time  to  sell  and  issue  to  the  Ttastaes  pro- 
vided for  in  the  Company's  Stock  Acquisition  Plan,  in  the  manner, 
upon  lbs  terms  and  for  tlie  nurpoeea  therein  defined,  so  much  of  the 
Sll,6ei,700  par  value  of  common  stock  not  required  for  exchange 
in  pursuance  of  the  foregoing  reeo^■*'"  "  ■""  *"  — ~— .  *-  ^~.*.. 
ate  said  Plan,  the  Trustees'  oei 
number  of  shares  so  neceeaary." 

T1i«v  has  been  no  substantial  change  in  the  propntieB  of  the 
Company  suice  the  date  of  the  last  apjuication. 
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4fi8  APPENDIX  Vm 

Hie  Compasy  agrees  with  the  Neir  ToA  Stock  Exohange  as 
follows: 

To  have  on  hand  at  all  tuneB  a  suffidoit  bui^  of  ootificates 
to  meet  the  detnandB  for  banafer. 

The  fiscal  year  (rf  the  Coroontkn  is  the  calmtlar  year. 

The  aimuaJ  meeting  of  the  stockhddoa  is  held  at  the  o&x  of 
the  Company  at  Bayoone,  New  Jersey,  oa  tiw  fint  Tuesday  of 
June  in  each  year. 

The  Directors  of  the  Company,  elected  annually,  are  as  foOows: 
A.  C.  Bedford,  New  York  O^;  W.  C.  TeajdeTNew  Yorit  City; 
F.  H.  Bedford,  Brooklyn,  N.  Y.;  F.  W.  wSot,  New  York  City; 
F.  D.  A«che,  Hollia,  L.  I.;  8.  B.  Hunt,  New  Yorit  City;  Walter 
Jennings,  New  York  City;    George  H.  Jones,  Brooklyn,  N.  Y.; 


0.  T.  Waring,  Plainfield,  N.  J.;    T.  J.  WDliama,  East  Orange, 
N.  J.;  J.  ATMoftet  Jr.,  New  York  City. 

The  Officers  of  the  Corporation  are:  Chairman  of  the  Board, 
A.  C.  Bedford;  President,  W.  C.  Teagle;  Vioe-President,  F.  H. 
Bedford:  Vice-Preeident,  F.  W.  Wellcr;  Vice-President,  F.  D. 
Asohei,  Vice-President,  S.  B.  Hunt;  Treaauier,  Qeoige  H.  Jones; 
Aasistant  Treasurer,  Frank  Wilson;  Assistant  Treaisurer,  R.  P. 
Reeor;  Secretary,  C.  T.  White;  Assistant  Secretary,  Ftank 
Mlson;  Assistant  Secretary,  M.  H.  Eames:  Assistant  Secretaiy, 
R.  P.  Resor;  Comptroller,  C.  G.  Fay;  Aadstant  Comptroller, 
L.  E.  Freeman;  Assistant  Comptroller,  A.  M.  Pressinger. 

Ihe  Transfer  Agent  of  the  Cwopany  is  the  Qoannty  T^ust 
Company  of  New  York,  140  Broadway,  New  Ycok  City. 

The  Redstnu-  of  the  Company  is  the  Equitable  Tnut  Company, 
37  Wall  Street,  New  York  dty. 

STANDARD  OIL  COMPANY. 
By  F.  D.  AfiCHE,  Vi4»-Pnndaa. 

This  Committee  recommends  that  the  above-described  I88,- 
338,300  of  Common  Stock  of  the  par  value  of  S25  per  share  fa« 
admitted  to  the  list,  on  official  notice  of  issuance  in  exchange  for 
outstanding  shares  of  Common  Stock  of  the  par  value  of  $100 
each,  with  authority  to  add  $11,661,700  of  said  Common  Stock 
of  the  par  value  of  ^  per  share,  on  official  notice  ot  imiance 
and  payment  in  full,  in  accordance  with  the  terms  of  this  appli- 
cation, making  the  total  amount  authorised  to  be  hrted 
$110,000,000. 

ROBERT  GIBSON,  Chairmon. 

AdffpUd  by  the  Oooerning  Committee,  December  tt,  IBtO. 

E.  V.  D.  COX,  Secretory. 


APPENDIX  IX 

tabular  outline  of  "tape"  abbreviations  and 
their  meanxno,  used  in  connection  with 
the  ticker  ^irvice  of  the  new  york  stock 
exchange 

Notes 

Bonds  of  companies  that  have  no  abbreviation  on  the 
card  will  be  abbreviated  as  plainly  as  possible,  and  all  will 
be  printed  with  the  bond  designation  added,  as  per  "Words 
and  PbraseB"  list.  A  single  price  after  the  name  of  a  bond 
indicates  a  sale  of  (10,000  bonds  at  that  price. 

One  price  following  the  name  of  a  stock  signifies  a  sale 
of  100  shares  at  that  price,  thos :    ST.  170. 

When  more  or  less  than  100  shares  are  sold,  the  number 
of  shares  sold  will  precede  the  price,  thos:  ST.  2,  170; 
10  abares,  170. 

An  offer  alone,  without  a  bid,  is  preceded  l^  an  O,  and 
a  dot,  thus :    ST.  O.170. 

A  sale  and  offer,  thus :    ST.  170,  0.170. 

A  bid  alone,  without  ,an  offer,  is  followed  by  the  letter 
B,  thus:    ST.  170B. 

Wboi  a  sale  is  not  reported  in  its  proper  place  the  prioe 
will  be  preceded  by  the  abbreviation  SLD,  thns :  ST.  SLD. 
170.  . 

When  the  amount  sold  and  the  price  are  so  nearly  alike 
that  they  may  be  taken  for  two  sales,  the  amount  of  the 
sale  will  be  followed  by  the  letter  S.  and  a  dot,  thus  :  ST. 
168  S.  170,  meaning  St.  Panl,  168  shares  at  170. 

When  an  error  has  been  made  by  the  reporter,  or  in 
printing,  the  last  letter  or  figure  is  repeated  several  times, 
indicating  that  the  quotation  is  to  be  thrown  out,  thus: 
ST.  170Hii- 

Three-day  contracts  will  be  printed  thtis:  ST.  200, 
1705. 
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At  14  minates  after  two  pjo.  the  Trorda  "Delivery  Time" 
will  be  printed  on  *lifl  tape,  and  shortly  after,  the  lever  of 
the  infitroment  will  give  15  distinct  beats.  At  liie  end  of 
the  15  beats  it  is  2  hours,  15  minutes  p.in.,  and  the  eloae 
of  the  recognized  time  for  the  settlement  of  tranaaetiom 
made  in  the  Exchange. 

Transactions  in  United  Kingdom  of  Great  Britain  and 
Ireland  Notes  made  in  variations  of  not  less  than  V,«  of 
one  per  cent  are  printed  as  follows : 

A  sale  st  98"/„  appears  as  98.13. 

Transactions  in  Liberty  Bonds  made  in  variations  of  not 
leas  than  V^  of  one  per  cent  are  printed  as  Vim  es  follows : 

A  sale  at  99  and  **/„,  appears  as  99.88. 

Abbbitutionb  roH  Vabioub  Stocks 


A    Atcbistm,  Topeka  &  Santa  Fe  Ry 3 

AAC    All  America  CabJei,  Inc 13 

AB    New  Yoric  Air  Blake  Co 0 

ABK    American  Brake  Shoe  &  Foundry 17 

ABL    Atlanta,  Birmindutm  &  Atiantic  Ry 2 

ABN    American  Bank  Note  Co 6 

AB8    American  Beet  8u»r  Co 8 

AC    American  Telegi^i  A  Cable  Co 10 

ACC    American  Cities  Co 11 

ACD    Allied  Chemical  &  Dye  Cora 9 

ACL    American  Co&l  Co.  trf  All^ieny 12 

ACS    Amer.  Ship  A  Commerce  Corp lA 

ACT    AcmeTeaCo 18 

ADO    Amalgamated  Sugar  Co 16 

ADN    Air  Reduction  Co 14 

ADO    Associated  Oil  Co 5 

ADS    American  Druggist  Syndicate 19 

AE    AdamsExm«sCo 12 

AF    American  Car  &  Foundry  Co 17 

AFG    American-lA  France  Fire  Engine  Co 8 

AFI    Atlantic  Refining  Co 8 

AFU    AtlanUc  Fniit  Co 14 

AG    Atlantic  GuU  A  W.  Indies  S.  B.  Lines 8 

AGR    American  Agricultural  Chemical  Co 15 

AH    AUis  ChalmNB  Mfg.  Co 9 


OUTUNE  OF  "TAPE"  ABBKEVIATIONS      471 

Location 

AUwsriatinia  Nsotes                                 Pwt  No. 

AIC    Americui  Intenational  Corp 6 

AK    Alwka  Orfd  Mines  Co 1 

AKO    AtLaTftckCorp 7 

AL    Americui  linseed  Co 7 

AU    Na.t.  Aniline  ft  Chemict]  Co 9 

ALK    Mathieecoi  Alkali  Works 18 

AIX)    American  Looixnotive  Co 7 

ALT    Chicago  &  Alton  R.  R.  Co 12 

ALY    United  AUoy  Sted 1 

AM    American  Expren  Co 12 

AMS    American  Sumatra  Tobacco  Co 3 

AN    Ann  Arbor  R.  R.Co 20 

ANO    Austin,  Nichda  &  Co 5 

ANR    Alliance  Realty  Coip 7 

AO    American  Cotton  Oa  Co 10 

AR    AmericsQ  Smelting  A  Refining  Co 18 

ABO    American  Radiator  Co 17 

ABZ    American  Safety  Rasor  Crap 17 

AS    Albany  &  Suequdkanna  R.  R. 3 

ASN    Assets  Realisation  Co 17 

ASP    General  Arohalt  Co 4 

ASU    American  Shipbuilding  Co 9 

ASY    American  Smelters  Securities  Co 18 

AT    American  Tobacco  Co.... 16 

ATB    American  Tobacco,  "  B  "  stock 16 

ATT    American  Telephone  ft  Tel(«rai^  Co 10 

AU    AutoSaleeCoro 18 

AW    American  Writing  I^per  Co 9 

AWH    American  Wholesale  Corp 8 

AX    Atlantic  Coast  Line  R.  R. 1 

AY    Afl«^eny  ft  Western  Ry 3 

AZ    American  ^c,  Lead  ft  Smiting  Co 14 


W  Western  Union  Tdegraidi  Co 10 

WA  Wabash  R,  R. 3 

WB  Weyman  Brutcm  Co 17 

WBR  Weber  ft  Heflbroner 7 

WC  Wisconsin  CeDbral  Ry 7 

WF  Wdla  Fargo  Expre«  Co 12 

WHI  White  Motor  Car  Co 9 

WHP  White  M 4 

WIL  WHsMiftCo 17 

WK  Westin^ouse  Air  Brake  Co.  (lite) 9 

WKN  Wiokwire  Spencer  Steel  Co 17 


472  APPENDIX  DC 

Looation 

AUmriatiou  NanwB  Pott  No. 

WL  Wbedins  A  I^ke  Erie  Ry 5 

WM  Western  Mar^wid  Ry 7 

WOR  WorthingtoDPump&MachiiieCiwp 18 

WR  Wwtem  Pacific  R.  R.  Corp 2 

WW  Woolworti  A  Co.  (F.  W.) 19 

WX  Wortan^ouse  Hoc.  4  Mfg.  Co 17 

WY  Americwi  Woolen  Co.  erf  Mmb 7 

X 

X  U.S.8tod 3 

XPR  U.S.SteeI,Pr 1 

WoBoe  AND  Phbasis 

A  AflMntad,  CluB  A. 

AJ  Adjiutnmt. 

APD  AflBenment  paid. 

B  Bonds,  ClBSB  B,  or  (in  fig.)  Bid  or  Buyer. 

BNE  Bank. 

C  Bonds,  Claae  C  (in  fig.).    Coupm  or  fdlowing  a  aafe, 
Cash. 

CB  Currency  Btmds. 

CH  Clearing  House. 

CLT  Collateral 'nuat 

CMP  Compromise. 

CN  Consolidated  or  Consols. 

CT  Certificates. 

CV  Convertible. 

CY  Currency. 

D  Debenture  or  Diviaifxi. 

DE  Deferred. 

E  East  or  Eastern. 

EXT  Extended  or  Extendon. 

FD  Funding. 

FLT  Flat,  without  interest. 

GB  Gold  Bonds 

GM  General  Mortgage. 

GNT  Land  Giant. 

GTD  Guaranteed. 

I  First. 

n  Second. 

m  Third. 

IMP  Improvement. 

IN  Income. 


OUTLINE  OF  "TAPE"  ABBREVUTIONB      473 

Location 
AMmriationa  Nunea  FostNa 

TJ.  IjbbhwI  line. 

MAT  Matured. 

ML  MaJnUoe. 

MTO  Mortgage. 

N  New^Nortli. 

NB  New  Bonds. 

NF  Non-fundable-  ' 

NS  NewSeriea. 

O  (In  figuree)  Offered. 

OB  OpeunK  of  Books. 

PR  Preferr«d. 

PUR  Purchasing  Reoeipt. 

REQ  Registered. 

RE  Real  Estate. 

8  South,  Southern,  Stock,  Series  or  (in  figures),  Bdlsr   cr 
Shues. 

SB  Small  Bonds. 

SC  Scrip. 

SF  Sinking  Fund. 

8TA  Stamped. 

T  Tennmal. 

TE  Tax  Ei^mpt. 

TR  Trust,  Receipts. 

TX  Tax. 

UN  Unified. 

UR  Under  the  Rule. 

W  West  or  Westeni. 

WI  WhoD  Inued. 

X  Ex-ooupoQ,  dividend  or  interesL 


ABBBXVIA.TIONS  FOB  VaBIOUS  BONDfl 


ABM  Atlanta  Bin     . 

ADK  American  Dock  A  Imwovemeot  C 

A£0  Atch.,  Top.  AS.  Fe,  Easts.  Oku.. 

AGS  Alabama  Gt.  Southern 

AJS  Atch.  Top.  &  S.  Fe  Adj.  4b,  Stiid.. 

AKN  Atlanta,  Knoxville  A  Cindnnati . . . 

ALB  Alberta,  Province  of 

AMR  Anoour  *  Co 

ARG  A^entine  Republic 

ASL  Atchison  Trans.,  Short  line 

AV  AUetfieny  Valley 
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B 


BD  Bnden  Copper  Kfioee  Co 

BDX-  BordwuLCity  of  (France) 

BEL  Bdgiuin,  Kingdom  of 

BER  Beme,Ci^^ 

BLP  Bdl  Tdephone  Co.  rf  Penna. 

BN  Brooklyn,  Queens  Co.  &  Suburban . . 

B8Q  Buffalo  A  &uqu<iianna  Iron  Co.... 

BSY  Big  Sandy  Ry.  (Ch«.  *  Cftio) 

BV  Brooklyn  Unicm  Elevated 

BWV  Bait.  A  Ohio,  Pitts.,  L.E.*W.Va.. 

BWY  Broadway  &  Seventh  Ave 

EX  Bolt,  ft  Ohio  Soutbveetfltn 


WCR  N.YiTWMtcheeterftl 

WE  mikeebarre  A  Eastem 

WH  Weetcherter  limiting  Co... 

WN  Weetem  Electric  Co 

WNC  Weetem  North  Condina... 

WNY  Western  N.  Y.  &  Penn .... 

WR8  Western  Pacific  R.R.  Co.. 

WS  West  Shore  R.  R. 


ZU  Zurich,  City  of 

GOVXBMHXNTS 

U.  S.  Oovt  Securities 

2b  U.  8.  2s,  Con.  1930 

3a  U.S.  3b,  1916-1946 

48  U.8.4«,  1925 

DC  Dist.  of  Columbia,  3-65e,  1924 

L  liberty  Loan 

PAN  Panama  Canal,  10-15  Yr.  2b,  1936 

PAN  Panama  Canal,  10-30  Yr.  2s,  1938 

PAN3B  Panama  Canal,  3fl,  1961 

PHI  Phil.  IbI.  Land  Pur.,  4s,  1914-^ 

PHI  PbU.  lal.  Pub.  Wks.  ft  Imp.,  10-30  Yr.  4s,  ] 

V  Victory  Loan 


APPENDIX  X 

COM&OSSIONS  CHAKGED  ON  THE  NEW  YORK 
STOCK  EXCHANGE 

B  Nxw  YOBK  dtoox 

Skc.  1.  CoDunissioiu  shall  be  chaifced  and  paid,  under 
all  circnmstanceB,  upon  porchases  or  sales  of  secmitleB 
dealt  in  upon  the  Exchange  (except  as  provided  in  Snb- 
divisiona  (h)  and  (i)  of  Section  2  of  this  Article) ;  and  shall 
be  absolately  net  and  free  from  all  or  any  rebatement  re- 
tam  discount  or  allowance  in  any  shape  or  manner  what- 
soever, or  by  any  method  or  arrangement  direct  or  indi- 
rect;  and  no  bonus  or  aiiy  percentage  or  portion  of  tlie 
commission  shall  be  given,  paid  or  allowed,  directly  or  in- 
directly,  or  as  a  salary  or  portion  of  a  salary,  to  any  clerk 
or  person  for  business  sooght  or  procared  for  any  manber 
of  the  Exchange. 

Seo.  2.  Commissions  shall  be  calcolated  on  the  bans  of 
selling  prices  as  hereinafter  specified : 

(a)  On  business  for  parties  not  members  of  the  Ex- 
change,  including  joint  account  transactions  in  which  a 
non-member  is  interested;  transactions  for  partners  not 
members  of  the  Exchange ;  and  for  firms  of  which  the  Ex- 
change member  or  members  are  special  partners  only,  the 
commission  shall  be  not  less  than  ^/,  of  one  per  cent  on 
the  par  valne  of  bonds  and  not  less  than  the  following 
rates  on  stodcs: 

On  stocks  selling  betow  (10  per  share,  17^  eenta  per 
share. 

On  stocks  selling  at  $10  per  share  and  above,  bat  under 
(125  per  share,  15  cents  per  share. 

On  stocks  sdling  at  $125  per  share  and  over,  20  cents 
per  share. 
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Provided,  bowerer,  that  the  "''"™""'  eommiarion  on  an 
individaal  transaction  shall  be  not  less  than  one  dollar. 

(b)  On  b^sinesB  for  members  of  the  Exchange  when  m 
principal  is  given  up  the  commission  on  bonds  shall  be  not 
less  than  on  the  following  basiB: 

25  cents  per  (1,000  par  valne  on  bonds  selling  below  12& 
per  cent. 

30  cents  per  $1,000  par  value  on  bonds  selling  at  125 
per  cent  and  above. 

and  not  less  than  the  following  rates  on  stocks : 

On  stocks  selling  below  $10  per  share,  1%  cents  per 

On  stocks  selling  at  $10  per  share  and  above,  but  under 
$125  per  share,  2^  cents  per  share. 
On  stocks  selling  at  $125  per  share  and  over,  3  cents  per 


Except  that  when  the  amount  dealt  in  is  less  than  100 
shares,  the  commissioo  shall  be  not  less  than: 

On  stocks  selling  below  $10  per  share,  1  cmt  per  share. 
On  stocks  selling  at  $10  per  share  and  over,  2  cents  per 


(c)  On  business  for  members  of  the  Exchange  when  a 
principal  is  not  given  np  the  commission  on  bonds  shall 
be  not  less  than  cm  the  following  basis : 

37^  cents  per  $1,000  par  valne  on  bonds  sdling  below 
125  per  cent 

50  coits  per  $1,000  par  valne  on  bonds  selUng  at  125 
per  cent  and  above. 

and  not  less  than  the  following  rates  oa  stocks : 

On  stocks  selling  below  $10  per  share,  1%  cents  per 
share. 

On  stocks  selling  at  $10  per  share  and  above,  bat  under 
$125  per  share,  3%  cents  per  share. 
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On  stockB  selling  at  $125  per  share  and  orer,  5  cents  per 
Bhar& 

(d)  In  transactionB  where  orders  are  received  frcnn  a 
non-member,  wherein  the  broker  filling  the  order  is  di- 
rected to  give  ap  another  broker  or  clearing  house,  the 
responsibility  of  collecting  the  fall  commission,  specified 
in  Sub-division  (a)  hereof,  shall  rest  with  the  broker  or 
clearing  honse  settUng  the  transaction. 

(e)  In  transactions  where  orders  are  received  from  a 
member,  on  which  a  clearing  firm  is  given  up  by  said 
member  or  l^  his  order,  the  responsibility  of  collecting  the 
fnll  commission,  as  specified  in  Subdivision  (c)  hereof, 
shall  rest  with  said  clearing  firm ;  and  it  shall  be  the  duty 
of  the  brc&er  who,  executes  gaeh  orders  to  report  wath 
transactions  to  the  clearing  firm  and  render  to  them  and 
collect  his  bill  therefor  at  the  rate  specified  in  Subdivision 
(b)  hereof;  and  also  that  where  a  broker  executes  an  order 
for  a  member  and  clears  the  security  himself,  he  must 
charge  the  rates  specified  in  Subdivision  (c)  hereof. 

(/)  Whenever  a  non-member  of  this  Exchange  shall 
cause  to  be  executed  in  any  market  outside  of  the  United 
States  any  order  or  orders,  for  the  purchase  or  sale  of 
securities  listed  on  this  Exchange  (except  as  provided  in 
Subdivisions  (h)  and  (*)  hereof),  and  said  purchase  or 
sale  shall  be  accepted  by  a  member  or  firm  who  are  m^u- 
hers  of  this  Exchsnge,  for  the  account  of  said  noD-mranber, 
the  commission  specified  in  Subdivision  (a)  hereof  shall 
be  charged  said  non-member  in  addition  to  any  comnus- 
simi  charged  by  the  party  or  parties  making  the  transaction. 

(g)  When  securities  are  received  or  delivered  on  a  priv- 
ilege for  a  non-member,  the  conmijssion  specified  in  Sub- 
division (a)  hereof,  must  be  charged  whether  said  securi- 
ties are  received  or  delivered  upon  the  day  of  expiration 
of  said  privilege  or  prior  thereto. 

{h)  On  Sabecription  Rights;  Bonds  or  Notes  of  Foreign 
Countries  having  five  years  or  less  to  mn;  Notes  of  cor- 
porations having  five  years  or  less  to  run ;  Bonds  having 
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five  years  or  leas  to  mn;  sach  rates  to  manbers  or  non- 
members  as  may  be  matnally  agreed  apon ;  provided,  how- 
ever, that  the  Committee  on  Commissions  with  the  approvml 
of  the  Governing  Committee  may  hereafter  determine 
special  rates  on  any  or  all  of  the  above-mentioned  secnri- 
tjes. 

(0  Securities  of  the  United  States,  Porto  Rico  and  the 
Philippine  Islands,  and  of  States  and  mnniupaliUea 
therein  are  exempted  from  the  provisions  of  this  Article. 

Sbc.  3.  A  firm  having  as  a  general  partner  a  member  of 
the  Ezchai^ie,  shall  be  entitled  to  have  its  bosiness  trans- 
acted at  the  rates  of  commission  hereinbefore  pnscribed 
for  members.  A  member  of  the  Exchange  cannot  confer 
this  privilege  apon  more  than  one  firm  at  any  one  tim& 

The  privileges  provided  for  under  this  Section  can  cmly 
be  conferred  apon  a  Branch  Hoose  in  thia  country  when 
established  under  the  same  name  as  the  parent  firm  and 
in  which  the  partners  and  their  respective  interests  are 
identical  with  those  of  the  parent  firm. 

Ssc.  4.  A  proposition  for  the  transaction  of  bosineM, 
at  less  than  Uie  minimam  rates  of  commission  herein  pro- 
vided, shall  constitute  a  violation  of  this  Article. 

Sec.  5.  A  member  suspended  by  the  Governing  Con- 
mittee  shall  not,  daring  the  time  of  his  saspension,  be  en- 
titled to  have  his  business  transacted  at  member's  rates  of 
commission. 

A  member  who  is  in  saspension  by  reason  of  insolvency 
may  have  his  business  transacted  at  member's  rates. 

Sec.  6.  If  the  Governing  Committee  xhall,  by  a  majority 
vote  of  all  its  existing  members,  determine  that  a  member 
of  the  Exchange  has  violated  the  provisions  of  this  Article, 
it  shall  suspend  such  member,  for  the  first  offense,  for 
such  period  not  less  than  one  year  nor  more  than  five 
years,  as  a  majority  of  the  members  of  said  Committee 
present  may  determine.  A  member  adjudged  guilty  of  a 
second  ofFense,  by  a  majority  vote  of  all  the  existing  mem- 
bers uf  the  Governing  Committee,  shall  be  expelled  by  a 
like  vote. 
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atop  orden 
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Deatera,  types  of,  143-148. 
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odd-lot  dealers,  26-27,  46- 

48, 144-146. 
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Eeonomie  eriM.     Sa«  Fames 

and  DepravoBB. 
Engraving  of  seearities,  126- 

127. 
Exchange  tickets,  200-20L 
Expulsion    of   members,    113- 

114. 
"Ex-ri^ts,"  271-272. 


Factor  of  aafe^, : 

Fictitious  transaetions,  prohi- 
bition of,  60-61. 

Finance,  Coounittee  on,  112. 

Financiid  panics.  See  Panics 
and  Deprcasians. 

Financial  reports  of  corpora- 
tions, 291-292. 

Floor  brokers,  149-150. 

Floor  traders,  144. 

Foreign  arbitrage,  84,  85,  86. 

Foreign  exchange  settlements 
through  arbitraging,  95- 
96. 

Fortnightly  settlement  system, 
227-230. 

Fractional  sham,  adjustment 
in  conversion,  2M-266. 

Fraud,  prohibition  of,  60-66. 

Future  contracts  in  produce 
markets,  52-53. 
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German    exchanges,    organiza- 
tion of,  lOa-103. 

Gold  comer,  338-330. 

Gold    supply,    in    relation    to 
prices    of,    bonds,    345- 
347. 
common  stocks,  347-348. 
preferred  stocks,  345-347. 

Governing  Committee,  110-112. 

Government  of  exchanges,  llfr- 
U4. 


Onanntoe  of  rignatnret  by 
broken,  243-244. 

Hedging  of  optioiu,  82-S3. 
trade  profltB  in  produce  mu- 

ketB,  53-67. 
stock       market       positions, 
throng  ahort-selling,  46. 

Identifleation  of  seeoritiee.  See 

Chapter  XXV. 
Indices  of  trade,  321. 
Insolveneiee,     Conunittee     on, 

112. 
InsolTeney,  claims  of  different 

elasaes  of  client*,  394. 
identifieation    of    secohties, 

Ste  Chapter  XXV. 
liability  of  broker  when  eon- 

ferriiig    with     insolvent 

broker.       See     Chapter 

XXV. 
prohibition    of    transactions 

by    broker    after.      See 

Chapter  XXV. 
Skiff  vs.  Stoddard,  63  Conn. 

IBS.  See  Chapter  XXV. 
Interest  rates,  arbitraging  in, 

294. 
Intrinsic  uming  power  as  a 

price  factor,  290-292. 
Irrevocable  power  of  attorney. 

See  Transfer  and  B^is- 

try. 

Jobbeis  in  London,  151-153. 

Law,  Committee  on,  112. 

Legal  status  of  exehangn,  pref- 
erence of  members  to 
proeeeda  of  seat,  107- 
109. 


Legal  statOB  of  ezchangcB,  prop- 
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committee  on  stock-list,  116- 
117, 119-120. 

continuous  market  assisted 
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creased by,  122-123. 
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copy  of.  See  Appoidiz 
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definition  of,  116-117. 
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development  of,  139-140. 
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importance  of,  116-117. 
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papers  to  be  filed,  130-131. 

printed  text  of  seenritiea, 
127-129. 

process  of,  134-137. 

purpose  of,  117-119, 

quotations,  relation  to,  123. 

requiranenta,  123-134. 

requirements  by  New  Toric 
Ezehange,  copy  of.  See 
Appendix  VII. 

removal  or  suspennon  of  *e> 
cnrities  from,  137-138. 

reorganized  corporations,  re- 
quirements fn»n,  132- 
133. 

suggested  changes  in,  130- 
142. 


402  in: 

ligdiig,  tnatf«r  utd  regiatry, 
relation  to,  129-130. 

IjaHagB,  volume  of,  16. 

Loens,  deonuiM  of,  219-221. 

London  options,  73-74. 

London  settlement  syttaa,  227- 
230. 

Loet  .certifieatea,  replaoement 
of,  24a 

MAnipoUtion,  eampoigiiA,  327- 
330. 
eomeTB,  332-341. 
fraudulent  methods,  324-327. 
importanee  o^  324. 
matdied  ordera,  325. 
rules  against,  60-66. 
leehnical  position  of  maAet, 

331-332. 
wash  sales,  325. 
Uargin    tranBa43tion,    292-293, 
310.       Set     Specnlative 
transaction. 
Market  lettars,  188. 
Uarkrt  reports,  187. 
Mailetability  assured  by  con- 

tinuoos  market,  24. 
Maricham     vs.    Jaudon,    371- 

377. 
UaUhed  orders,  326. 
Hesanre  of  damages,  377-380. 
Membership.    See  Brokers  and 

Dealers. 
Mobility      of     property,     ex- 
changee bring  about,  23. 
Money  brokers,  lM-151. 
Money  market,  auiBt«d  by  con- 
tinuous market,  28-30. 
in  relation  to  seenrity  prices, 
289-305. 

Negotiability    of  stock   oeitiS- 

eatos,  233-237. 
New  York  weekly  bank  etato- 


Newi  bnreuts,  184. 

News  tickers,  184. 

NewBpapers,  in  relation  to  quo- 
tation aerviee,  186-187. 

Ni^t  clearing  branch,  197.  Sea 
Clearing  housea. 

Northern  PaoJBe  coiner,  335- 


Odd-tot  dealers,  144-146. 
Odd-lot     dealing,     eontinaoos 
market  assiats,  26-27. 
short-selliag  in   rdation  to^ 

Offers,  types  o^  154-158. 
Options,  69-80. 
Ameriean   privileges,  70-71, 

72,  73-74, 7ft-80. 
calls,  71-72. 

court  attitude  to,  80-8L 
deflnitioD  of,  70. 
fsetOTS  determining  priees  of, 

81-83. 
insunnee  fonetiona  of,  76- 

76,77. 
London,  73-74. 
nature  of  various  clsnaas,  70. 
pnts,  72. 
straddles,  72^73. 
trading  against,  76-77. 
uses  of,  74. 
Order,  the,  broker's  eommnnica- 
tions  not  privileged,  365. 
due  care  and  diligenee,  303- 

385. 
duties  of  broker^  361-362. 
legal  interpretatiOB  o^  356- 

361. 
legal  nature  of,  355-3S0. 
Qsagca,  362. 
Orders,  t^pee  of,  158-163. 
Over-certifleation.    Set  Certifl- 

cation. 
Over-tbe-eonnter    transactions, 

7. 
Owen  Bill,  140-141. 


Panus  and  deprewionB,  baro- 
metrio  indices  of  trade, 
321. 
oanacB  of,  306-307. 
discounting  of,  311-312. 
effect  on  etock  market  prices, 

307—312 
'Tactor  of  safety,"  312-313. 
periodicit;  of,  313-314. 
trade  cycle  described,  314- 
32L 
Paris  Boorse,  102, 107. 
Partnership  arrangements,  60. 
Pledgor,  voting  power  of,  381. 
Pledgee  of  a  broker,  rights  of. 


Pledging  stock  en  bloc,   386- 

392. 
Power  of  attorney,  236-244. 
Power  of  sabstatntion  of  attor- 
ney, 23&-236. 
Preference  of  members  to  pro- 
ceeds of  seats,  107-110. 
Price  limits  in  orders,  16S-150. 
Prices,  srbitraging  levels,  94-05. 
commodity  priees,  in  relation 

to,  243-240. 
conversion     eqnivaleots     in 
convertible        secnrittes, 
258-250. 
conversion    of   London    into 

New  York,  90-01. 
convertibles,     movement    of, 

in,  253-255. 
crop  prospects,  in  relation  to, 
349-352. 


economic  enses  as 

factors  elsasifled,  280-290. 
flnctnations  in.    See  Appen- 
dices XI,  xn,  xin, 

and  XIV. 
gold  supply,  in  relation  to, 
343-345. 
Prices,  manipnlatioD  in  relation 
to,  —  "■' 


money  rates,  in  relation  to. 


leductirai  of  bond  and  sto^ 

prices    to    a    common 

basis,  253-255. 
valnes  and  priees  hannonized 

by     exchange    nuiAet% 

32-33. 
Printed  text  of  seenritieB,  127- 

129. 
Private  ehaimcter  of  exchanges, 

101-103,  141,  188-191. 
Privileged     sabseriptjons,     an 

nonncement    of    rigiita, 

sample    form    of,    429- 

432. 
arbitraging  in,  40-60,   282- 

284. 
aarignable  reoeipts,  issuance 

of,  276-278. 
circnlar  annoonoing  "ligjits,'* 

274-275. 
definition  of,  267. 
discounting  of,  27^273. 
"Ex-rights"  and  "Ri^ts  on," 

271-272. 
importance  of,  268. 
methods    of    disposing    o^ 


methods  of  issuing,  274-278. 
profits    derived    finm,    284- 


I  for,  267-268. 
"Bights,"    meaning    of,    on 
varioos  exch 


sale  of,  facilitated  by  sbort- 

aelling,  50. 
short-selling,  in  relation  to, 

281-282. 
value    of    ri^ts    computed, 

289-27L 
warrant,    ssopla    fratn    o^ 

427-428. 


Privil^ed   Babeeriptions,  war- 
nuts,  iasnanee  of,  275- 
276. 
FriTileges.    See  Optioiu. 
Produoe    Diarkets,    arbitraging 
in,  05. 
comen  in,  339-340. 
future  eontraets  in,  52-63. 
short-aelling,   in  relation  to, 
51-57. 
Property   riglite    poeaeeaed    by 

exchangee,  103-105. 
Publicity  throagh  liating,  120- 
121,  131-132,  137,  140, 
141-142. 
Pats,  72. 

Quotatioos,  abbreviations,  copy 

of.    See  Appendix  IX. 
abbreviations,    nse    of,   181- 

184. 
bulletin  services,  184-185. 
committee  on,  113, 188. 
continaous     market    assures 

regular,  23-24. 
Ezcbaage  control  over,  103- 

105. 
legal  control  by  exchangee  of, 

189-191. 
listing  in  relation  to,  123. 
market  letters,  188. 
mariiet  reports,  187. 
news  bureaus,  184-186. 
news  tickers,  184. 
newspapers,    in    relation    to, 

186-187. 
non-of&cial  character  of,  189. 
regulation  of,  by  exchanges, 

188-189. 
speed  in  transmittii^,  179- 

180. 
telegraph,     telephone     end 

cable,    in    relation    to, 

18&-18G. 
ticker  service,  180-184. 
trade  journals,  187. 


B^istrar,  fnnetion  of,  129-130, 

231. 
Begistration  oC  stock,  240-243. 
Begnlor  way  tranaaetions,  164- 

156. 
B«moval  of  securities  from  list, 

137-138. 
ReoifSnised  companies,  listing 

of,  132-133. 
ReplaoKDent  of  loat  certificates, 

248. 
''Ri^ts."     See  Privileged  snb- 

"Eights  on,"  271-272. 
"Rin^ng  out"  of  contracts,  193. 
Boom  traders,  144. 

Sales,  volume  of,  12, 17-19. 
Seat,  nature  o^  105-107. 
Securities,  Committee  aa,  113. 
Security  market  conditions  at 
various  stages  of  busi- 
ness eyclee,  314-321. 
Sellers'  options,  164-155. 
Settlement  prioe,  nse  of,  206- 

210. 
Short-selling,  arbitraging  facil- 
itated by,  48^9,  92,  93- 
94. 
arbitraging     in     convertible 
securities  facilitated  by, 
60-51. 
arbitraging  in  privil^ed  sub- 
scriptions facilitated  by, 
49-60. 
continuous  market  increased 

by,  51. 
enstomer's  liability,  171-172. 
functions  of,  40-67. 
future  contracts  in  pi«duee 
markets    facilitated    by, 
52-53. 
hedging  in  produce  markets 

facilitated  by,  53-57. 

hedging  of  market  positions 

made  possible  1^,  46. 


ghoit-fldling,  loiui 

in,  166-170. 
nature  of,  40-42,  164. 
nature  ot  order  in,  166. 
odd-lot  dealing  fadlitated  by, 

46-48. 
operatioti     of     traneaetian, 

173-178. 
principlee    governing,    165- 

173. 
produce  markets  benefited  by, 

61-57. 
rights  and  duties  of  broker 

in  connection  with,  170- 

171. 
rigiitB,  in  relation   to,  281- 

282. 
aale  of  rights  taeilitoted  by, 

50. 
■peeialist'e    work    faeilitated 

by,  48. 
stabilizing    and    discounting 

fonetiDn  of,  42-44. 
termination    of   transaction, 

172-173. 
Signatures,   gnarantee   of,   by 

brokers,  243-244. 
SkiiE  T.  Stoddard.     Bee  Chap- 
ter XXV. 
Speeialists,    nature    of    work, 

147-148. 
nhnrt  nnlling,   in  relation   to, 

48. 
Speculation,  value  of,  14,  IS- 

16,  47-48,  03. 
Speenlative   transactirais,   dos- 
ing,    when      permitted. 


dividends,  aaBeaaments  and 
interest,  380-381. 

flnaneial  nature  of,  367-368. 

form  of  order  in,  368-370. 

Markham  v.  Jandon,  371- 
377. 

measnre  of  damage^  377-380. 

pled^ng  of  stock,  38&-386. 


Speeulativfl  transactions,  pledg- 
ing stock  en  bloe,  386- 
302. 

pledgee  of  a  broker,  rights 
of,  38&-386. 

rights  and  duties  of  broker 
and  customer,  371-377. 

safe-keeping  of  pledge,  381- 
382. 

voting  power  of  pledgor,  381. 
Stock  balanees,  tidtets  for  de- 

Uvery,  210-212. 
Stock    certifleates,    aasignnient 
of,  235-244. 

elassifleation  and  deeeription 
of,  407-416. 

definition  of,  3-4. 

extent  and  ^stribution  of,  4- 


sample     form     of 

stock     certifieate.       Bee 

Appendix  II. 

sample    fonn    of    preferred 

stock     certificate.       See 

Appendix  III. 

Stock     Clearing     Corporation, 

106.  See  Clearing  houses. 

Stock  exdiange  dearing  houses. 

See  Clearing  houses. 
Stock   exchanges,   leading  ex- 

dianges,  12. 
Stock-list,  Committee  on,  113. 
Stop   ordcon,    elassifleation   of, 
162-163. 
continuous      ma^et      faeili- 

Utes,  27-28. 
definition    of,   27,    159-160, 

161. 
Soar  traders  in  relation  to, 

144. 
manipulation,  in  relation  to, 

161,162. 
privileges     compared     with, 

161-162. 
services  of,  27-28, 1S9-160. 
Straddles,  72-7% 


Sammuiied    bank    stitement, 


of,  membns,  113- 


from  lirt,  137-138. 

Tim,  Mmple  of  tiekor,  183. 

Tofef^ph  MuA  telephone,  in  re- 
lation to  quotation  aer- 
ne^  iSfr-ise. 

Tieker  aerriee,  18Q-184. 

Trade  eyole,  314^^21. 

Trade  jonmak,  187. 

Trading  agsinat  option^  76-77. 

Transfer  agent,  fnnetion  of, 
12&-130. 

Tranafcr  and  registry,  sasign- 


deUebed 


e  of, 


gnanntoe  of  aignatures  by 

brokers,  243-244. 
listing,  in  relation  to,  12^ 

130. 
lost    eertiflcato,    replacement 

of,  24a 
nethod  of  effecting,  hj  ear- 

poration,  247-248. 
negotiability  of  stock  oertifl- 


power  of  attorney,  236-244. 
power  of  substitution,  236- 


Tranafer    and    registzy,    mlea 
eoneeming,  240-243. 
rules    for    uniformity    and 
elimination  of  risk,  231— 


■tatntes  eoneeming,  2 
transfer  of  atook  illustrated, 

244-:  47. 
Transmission     of     qnotationa, 
179-180. 

Vslnea  and  priees  harmonised 
Ire  discounting  ftuwtion. 

Values  and  priees  standsrd- 
iced  by  diaeoanting 
funetion,  34. 

Volume  of  listing,  16. 

Volume  of  salea,  12, 17-19. 

Voting  power  of  pledgor,  381. 


Warrant,  issoaoee  of,  2 
sample   form    of.     8m  Ap- 
pendix V. 

Washsalee,  326. 

Weekly  bank  statenwnt,  296- 
208. 

Win  ocmununieation,  in  rela- 
tion to  Quotation  eerviee, 
186-186. 

Worid  markets,  leading  ex- 
ehangoe  are,  19-20. 
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